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Tomorrow’s Convertibility: Aims and Means 
of International Monetary Policy ° 


Introduction 


The convertibility decisions of last December were both overdue 
and ill-prepared. They were long overdue in the light of the 
enormous and steady improvement of Europe’s balance of payments 
position over the last nine years. They were ill-prepared because 
they merely trusted to luck and neglected to build up any defenses 
against the most obvious dangers of an unorganized, nationalistic 
gold-exchange standard, so amply and catastrophically demonstrated 
by the rapid collapse of a similar “ reconstruction” after the first 
world war. 

Such was the gloomy theme of a previous article in this 
review (1). The present article will strike a more hopeful note by 
trying to explore some of the means by which the new convertibility 
could be given more solid foundations and contribute, at the same 
time, to a more rapid and balanced growth of the world economy. 

Before venturing new and constructive suggestions in this res- 
pect, however, it is necessary to clear the air of two plausible, but 
illusory, solutions to the more immediate difficulties that may spring 
up within the next two or three years from the impending shortage 
of international reserves and liquidity. 

The first — an upward revaluation of gold — is widely advoc- 
ated and anticipated in “ practical” financial circles, but finds very 


little audience in academic circles, with the outstanding exception 
of Sir Roy Harrod. 


* Following a time-hallowed custom, the author regretfully warns the reader that the 
views expressed in this study do not necessarily reflect in any way the opinions held by the 
official organizations with which he has been, or is now, associated. 

(1) See my article in the March issue, “The Return to Convertibility: 1926-1931 
and 1958-?”. 
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The second — freely fluctuating exchange rates — is, on the 
contrary, anathema to business opinion, but increasingly finds favor 
today with economic theorists — such as Professors Meade, Fried- 
man, Haberler, etc. — as the miracle drug that will make inter- 
national balance compatible with obdurately irresponsible national 
monetary and fiscal policies. 

The reader who has remained blissfully impervious to either 
or both of these fallacious solutions to the world monetary problem 
will be well advised to skip my discussion of them in the first 
section of this paper, and to turn directly to the second section on 


P- 139. 


Il. Two False Solutions to the World Liquidity Problem 


A Revaluation of Gold 


Although basically absurd, a drastic revaluation of current gold 
prices is by no means an unlikely solution to the world illiquidity 
problem. It will become well-nigh unavoidable — and far preferable 
indeed to the alternative solutions of world deflation or world res- 
trictions — if international negotiation fails to develop in time other 
and more constructive solutions to the problem. 

The stability of gold prices from the Napoleonic era to the first 
world war remains so far a unique exception in world history, 
explainable by the extraordinary development of national bank 
credit and paper money, on the one hand, and of gold production, 
on the other, in the nineteenth century (2). The persistent upward 
trend of gold prices throughout history is dramatically illustrated 
in the accompanying Chart, reproduced from the 1951 Annual 
Report of the Bank for International Settlements (p. 157). The 
implication that “the current gold price, according to the trend 
of long history, would seem to be just right ” (3) is, however, more 
specious than obvious, since very different conclusions would be 
drawn from similar charts of gold prices in terms of other major 


(2) Gold production is estimated to have risen from a yearly average of about 0.37 
million ounces in the previous three centuries to 3.72 million ounces — or ten time as 
mach — in the nineteenth century, and 19.23 million ounces in the thirteen years preceding 
the first world war. 

(3) Monthly Letter, First National City Bank, February 1959, p. 23. 
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currencies. If “right” in terms of shillings, the gold price would, 
by the same reasoning, be far too high in terms of French francs, 
for instance, and far too low in terms of dollars. The only con- 
clusions which might be retained from such historical records are: 


1. that gold production has rarely kept pace, over the long 
run, with the monetary demand for gold arising from different, 
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but nearly uniformly upward, trends in prices and economic activity 
in different countries; 


2. that this gap has been met, throughout history, by dif- 
ferential rates of currency debasement or devaluation in terms of 
gold, as well as by the expansion of other types of monetary instru- 
ments, particularly paper money and bank deposits; and 

3. that this historical trend is likely to assert itself persistently 


in the long run, and to entail a continuous or periodic depreciation 
of national currencies in terms of gold, whenever alternative means 
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are not found to provide an adequate supply of monetary liquidity 
— international as well as national — for an expanding world 
economy. 


Such a result, however, is not unavoidable. It can be obviated 
if — and this is admittedly a big IF — international negotiations 
and agreements can be substituted for laissez faire and inertia. The 
arguments against gold revaluation should be powerful enough to 
elicit a determined effort in this direction. 

First of all, the increase in gold prices needed to stimulate 
adequate annual supplies of monetary gold would have to be very 
steep indeed. Such supplies would probably have to be doubled or 
tripled — in dollar terms — to meet the problem as appraised in 
my preceding article in this Review (4). 

Secondly, this gold revaluation operation would have to be 
repeated at periodic intervals, in order to keep pace with the 
cumulative growth of the world economies. 

Thirdly, each of these revaluations would result in a temporary 
excess of world liquidity, due to their impact upon the valuation 
of existing gold reserves at the time. A fifty per cent revaluation, 
for instance, would produce today an overnight increase of gold 
and foreign exchange reserves of nearly $20 billion for countries 
outside the Soviet bloc. 

Fourthly, the benefits of gold revaluation would be distributed 
very haphazardly and, indeed, in just about the least desirable fashion 
imaginable. High reserve countries would benefit most, and low 
reserve countries would benefit least, from the revaluation of exist- 
ing stocks. The USSR would undoubtedly be the major benefi- 
ciary in this respect after the United States. It would, moreover, 
be the largest beneficiary by far, together with South Africa, of 
the consequent rise in the dollar value of current gold produc- 
tion (5). 

These considerations explain and justify the adamant objections 
of the United States to a deliberate increase of gold prices in terms 
of the U.S. dollar. Such a decision could only be forced upon the 


(4) See particularly Table VI, p. 33. 

(5) USSR gold holdings are estimated at possibly $7 billion or more, and USSR gold 
production in 1957 at about $600 million, nearly equal to that of South Africa, and four 
times as large as that of the next largest gold producing country, Canada. See Oscar 
L. Attmann, “ A Note on Gold Production and Additions to International Gold Reserves ™, 
IMF Staff Papers, April 1958, p. 282. 
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American authorities as the outcome of a prolonged or acute eco- 
nomic or financial crisis, which could hardly fail to involve serious 
setbacks in the recent progress toward monetary convertibility and 
trade liberalization. 

Last, but not least, the world liquidity requirements can certainly 
be put to better use than the financing of more and more earth- 
digging in South Africa, the USSR, Canada, the United States 
and Australia. 


Flexible Exchange Rates 


The most radical versions of the flexible exchange rates pro- 
posal would nearly do away with any need for international 
monetary reserves altogether. The foreign exchange market should 
be left fully to the free interplay of supply and demand, without 
any intervention whatsoever by Central Banks or official Stabil- 
ization Funds. 

The major argument advanced in favour of this proposal is 
that exchange rate fluctuations would then automatically offset the 
impact of disparate national policies upon the international pattern 
of prices and costs, and preserve in this manner long-run balance 
in each country’s international transactions without recourse to trade 
or exchange restrictions, and without any interference with each 
country’s freedom to pursue whatever internal monetary and credit 
policies it chooses. Temporary disequilibria in the balance of pay- 
ments would be recognized as such by private speculators whose 
purchases or sales would cushion such imbalance with only mode- 
rate movements in actual exchange rates. Persistent disequilibria 
would, on the other hand, elicit similarly disequilibrating specula- 
tion which would amplify the overall market imbalance, accelerate 
the movement of exchange rates, alert public opinion, and force 
the monetary authorities to readjust their policies earlier than they 
would have done otherwise. 

A full discussion of these views would require far more space 
than can be given to them here. My basic objection to them, 
however, is that actual disequilibria in the exchange markets are 
not exclusively related to disturbances in the international cost and 
price pattern. Under convertibility conditions, an excessive rate of 
credit expansion, particularly in a small country, may spill out very 
quickly into balance of payments deficits, long in advance of any 
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substantial price increases, these being held down anyway by the 
competition of imports from abroad (6). The depreciation of the 
national currency under the free interplay of market supply and 
demand would, however, stimulate increases in import prices which 
would, in turn, affect internal price, cost and wage levels in general. 
Speculation would accelerate and amplify these disequilibrating 
movements without, of and by itself, correcting the internal financial 
policies which lie at the root of the balance of payments deficits. 
If, however, such policies were continued indefinitely, the acceler- 
ated currency depreciation and price rises could hardly fail either 
to end in a currency collapse or, more probably, to induce the 
authorities to resort to stringent trade and exchange restrictions, 
bringing to an end the flexible exchange rates experiment. If, on 
the other hand, the authorities decide, instead, to arrest their infla- 
tionary rates of monetary and credit expansion, price and wage 
rigidities will make it difficult to reverse the intervening cost in- 
creases. The new “ equilibrium ” exchange rates, even in the absence 
of renewed inflationary forces, will be lower than would have been 
the case if exchange flexibility and speculation had not previously 
driven exchange rates, import prices, and overall wage and cost 
levels further than they would have gone under a system of pegged 
exchange rates. Resistance to downward cost and wage adjustments 
would tend to impart a “devaluation bias” to any system of 
exchange rate flexibility, and this bias could not fail to make 
private exchange speculation far less “ stabilizing” than envisaged 
by the proponents of exchange rate flexibility. 

The theoretical expectations and probabilities briefly summarized 
above would seem to fit reasonably well the historical record of 
exchange rate flexibility, as applied by countries which did not 
maintain an appropriate balance in their internal monetary and 
credit policies. A large number of European countries did, indeed, 
adopt exactly the proposed system of exchange rate flexibility after 
the first world war, their Central Banks abstaining fully or largely 
from any intervention on the exchange market. In most of these 
cases, the ultimate result was either a complete currency collapse 
— as in Germany and Central Europe — or a driving down of 


(6) See my paper on “ Adjusting Features in the Mechanism of the Balance of Pay- 
ments and Exchange rates”, in the Hearings before the Subcommittee on Foreign Economic 
Policy, 79th Congress, Washington, D.C., 1955, pp. 134-142. 
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exchange rates to levels which considerably undervalued the cur- 
rency in question — as in France and Belgium. The reversal of 
speculative transactions, following internal financial stabilization, 
did of course result in large repatriation of capital and a steep 
recovery of the national currency on the exchange markets. This 
appreciation was usually stopped in fact by the authorities at a point 
which left the currency somewhat undervalued. When allowed, 
or encouraged, by the authorities to proceed further, it led to an 
overvalued rate which, when stabilized by official interventions, 
entailed heavy deflationary pressures on the economy — as in Italy 
and the United Kingdom. There is certainly no empirical support 
for the view that the wide exchange fluctuations and speculation 
of the 1920’s helped restore anywhere equilibrium exchange rates, 
either while the experiment was pursued, or when it was finally 
terminated by de facto or de jure currency stabilization. 

Some of the proponents of flexible exchange rates would con- 
cede that much and agree that such policies can only be successful 
if used in combination with “correct” monetary, fiscal and credit 
policies. In this case, however, flexible exchange rates would be 
likely to remain fairly stable anyway, as private speculation could 
then more reasonably be expected to cushion temporary disequi- 
libria. There is no reason to think, however, that this job would 
be done better by private speculators than by the country’s monetary 
authorities. The latter are presumably better informed than the 
first. They are also entrusted with national responsibility for the 
country’s currency, and could hardly afford to wash their hands 
of any responsibility for exchange rate stabilization or management, 
in the hope that the job will be performed better by private specula- 
tors whose motivation may not coincide in all cases with the national 
interest. 

The most efficient way of eliciting “ stabilizing ” interventions 
from the private capital market would indeed be for the exchange 
authorities to intervene systematically in the market in such a way 
as to keep exchange rate fluctuations within a well-known range. 
As long as confidence is maintained in their ability to do so, private 
speculators may be counted upon to buy or sell the national currency 
against foreign exchange whenever the limits of this range are 
approached. Wide rate fluctuations are not necessary to stimulate 
such behaviour on their part, and might on the contrary induce 
“ destabilizing ” interventions as more and more people might then 
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be tempted to “ride the market” whenever a rising or declining 
trend gathers momentum. 

There is, moreover, an important difference between the internal 
monetary impact of private stabilizing interventions, on the one 
hand, and of similar interventions by the Central Bank, on the 
other. In the latter case, the sale or purchase of foreign currencies 
by the Bank directly affects internal liquidity in a way which con- 
tributes to the balance of payments readjustments. The substitution 
of private capital movements in this role tends, on the contrary, to 
cushion the domestic as well as the foreign impact of the imbalance 
in the country’s other external transactions, and to suppress at its roots 
the operation of the classical theory of monetary adjustment. Such 
“ sterilization” or “neutralization” of the domestic impact of 
external imbalance may be desirable in some cases, but not in 
all. The Central Bank is always free, of course, whenever it 
deems it desirable, to offset by deliberate policy action the 
automatic bias toward “neutralization” implicit in private sta- 
bilizing speculation. Such “neutralization of neutralization”, 
however, complicates rather than simplifies the job of monetary 
management. On balance, stabilizing interventions by the Cen- 
tral Bank itself, with their implicit bias toward internal monetary 
adjustments, would often present advantages over private stabiliz- 
ing interventions with their implicit bias toward neutralization. 

There remains, however, a hard core of validity in the theory 
of flexible exchange rates. This is that exchange rate readjust- 
ment to “ realistic” levels is preferable to vain and costly attempts 
to preserve “unrealistic” exchange levels through persistent 
reserve losses, foreign borrowings, or trade and exchange res- 
trictions. All three of these techniques, and particularly the first 
two, may be desirable to defend an equilibrated rate of exchange 
against the impact of purely temporary imbalance. The third 
of them, however — i.e. trade and exchange restrictions —, has 
often been used for prolonged periods in the face of fundamental 
price and cost maladjustments. The damage to the national 
economy is then obvious. Temporary restrictions, widely recognized 
as such, may induce a postponement of expenditures until the res- 
trictions are lifted. Long lasting restrictions are most unlikely 
to have such an effect. They will induce instead a drying up 
of capital imports, an expansion of legal — or illegal — capital 
exports, and a reshuffling of expenditures from prohibited imports 
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to domestically produced goods. If substantial unemployment pre- 
vails at the time, this latter effect may be desirable, but still less 
so than an exchange rate readjustment which would stimulate exports 
as well as reduce imports, restore balance in the capital market and 
avoid unnecessary distortions in resource allocation. If, however, 
as is frequently the case, the deficit coincides with a situation of 
full, or overfull, employment, the diversion of demand from foreign 
to domestic sources of supply can only lead to a corresponding 
reduction in the country’s exporting capacity, and/or an accentua- 
tion of internal inflationary pressures. 

A readjustment of exchange rates would be preferable in both 
cases to a permanent system of trade or exchange restrictions (7). 
After a period of disturbance, or pending the full success of an 
internal stabilization program, it may also be advisable for the 
monetary authorities to postpone temporarily any commitment to a 
new and stable exchange rate whose “ correct ” level may be difficult 
to gauge under the circumstances. 

These solid arguments against abusive, and largely illusory, 
resort to restrictions and against the obstinate maintenance of 
exchange rates at unrealistic levels should not be extrapolated into 
a blanket approval of flexible rates as a universal panacea for 
balance of payments management. Neither do they offer a satis- 
factory solution to the international liquidity problem raised in the 
last issue of this Review. Adequate reserve levels are no substitute 
for desirable exchange readjustments, but inadequate reserve levels 
will still entail undesirable recourse to exchange devaluation or 
restrictions, and introduce in international trade and payments 
unnecessary disturbances highly dangerous for the smooth function- 
ing and effective preservation of currency convertibility. 


ll. The Internationalization of International Currency Reserves 


Gold has long ceased to provide adequate amounts of inter- 
national liquidity for an expanding world economy. New gold 
production and USSR sales supplied less than one half of the 


(7) In the second case, however, a downward readjustment of overall expenditures to 
a level corresponding to the maximum practicable use of the country’s productive resources 
will certainly be necessary, and may even in some cases obviate the need for any exchange 
rate readjustment. See the article quoted above, p. 5, footnote 6. 
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increase in world reserves over the years 1950-1957, and are un- 
likely to cover much more than one third to one half of prospective 
reserve requirements in the foreseeable future (8). 

Barring a drastic revaluation of gold prices, the maintenance 
of adequate reserve levels will thus continue to depend on the 
growth of foreign exchange reserves as a supplement to gold itself. 
This, however, cannot fail to increase further and further the 
vulnerability of the world monetary system to shifts of confidence 
— justified or unjustified — in the national currencies actually used 
as reserve media. A repetition of 1931 would, at some point, become 
well-nigh unavoidable. 

The logical solution of this dilemma would lie in the “ inter- 
nationalization ” of the foreign exchange component of monetary 
reserves. The use of national currencies as international reserves 
constitutes indeed a “ built-in de-stabilizer” in the world monetary 
system. The free choice of reserve holders will normally tend to 
concentrate on the “ safest” currencies available for this purpose, 
i.e. on the currencies of the major creditor countries. In accumulat- 
ing such currencies as reserves, however, reserve holders are really 
extending “unrequited” loans to these countries, and increasing 
further the natural hardness of their currencies. Such lending, more- 
over, does not relieve the international liquidity shortage if the key 
currency countries increase their own gold holdings pari passu with 
the rise in their international short-term liabilities. They can relieve 
the situation, and avoid a “scarce key currency” condition from 
developing, only if they succeed in re-lending abroad — or giving 
away in the form of grants — amounts sufficient to finance not 
only their current account surpluses, but also the inflow of unre- 
quited borrowings corresponding to the accumulation of their cur- 
rency as reserves by other countries. If this is done, and as long 
as it continues to be done, the international liquidity problem will 
be solved, and the authorities of the key currency countries may 
possibly welcome the political influence which may be derived from 
this increase in their international lending capacity (9). 


(8) See the March issue of this Review, pp. 31-34. 

(9) Economic advantages may also flow from the fact that the loans extended by the key 
currency countries will usually bear higher rates of interest than those paid on their short- 
term liabilities and may help promote exports to the borrowing countries. The first of these 
two considerations, however, obviously does not apply to the re-export of capital in the form 
of grants. 
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The process, however, is bound to come to an end at some 
point. The key currency countries cannot afford to let their net 
reserve position deteriorate indefinitely. If they did, their currency 
would stop, in any case, to be considered as the safest, and the 
time would come when other countries would cease accumulating 
it, and might even begin converting some of their outstanding 
holdings into gold or other currencies. When this stage is reached, 
the key currency country will be faced with difficult readjust- 
ments in the previously built-in structure of its international tran- 
sactions. Isolationist, economy-minded, and protectionist groups 
will find in such a situation powerful arguments in favor of a 
curtailment of foreign aid programs and of a reversal in the liberal 
trading policies previously pursued. These types of remedies, how- 
ever, may be not only internationally damaging, but also less effective 
in practice than would appear at first, since the curtailment of both 
foreign aid and imports is most likely to be offset, to a substantial 
extent, by a decline in exports. 

Whatever the policies adopted to readjust the country’s balance 
of payments and arrest the gold outflow, their success will inevitably 
entail, at the very least, a cessation. of the key currency country’s 
current contributions to the solution of the international liquidity 
problem. Their failure, on the other hand, may have far worse 
consequences still by stimulating large-scale liquidation of outstand- 
ing foreign held balances, and triggering off an international finan- 
cial panic involving other currencies as well. This is precisely what 
happened in 1931, and led temporarily to the near-elimination of 
foreign exchange balances from monetary reserves by all countries 
outside the sterling area. Nobody can deny the role of these events 
in the intensification of the world crisis in the early 1930's. 

In brief, the constitution of international reserves in the form 
of a national currency tends to stimulate unrequited lending to the 
major creditor country and add to the difficulties which it may 
already face in financing its surpluses abroad. If it fails in this 
task, the gold shortage will remain unsolved but appear instead in 
the guise of a shortage of the main creditor country’s currency. 
If, on the other hand, it redistributes abroad sufficient grants and 
credits to finance not only its current account surpluses, but to 
offset in addition the unrequited inflow of short-term funds from 
abroad, its net reserve position will gradually deteriorate to the point 
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where its currency no longer appears as absolutely safe to reserve 
holders. The flow of reserve funds will then tend to slow down, 
or even to reverse itself, in such a way as to accentuate again overall 
balance of payments disequilibria, rather than cushion them. The 
readjustments imposed at this stage upon the creditor country will, 
if successfully carried out, arrest at the very least its previous con- 
tribution to the maintenance of an adequate level of international 
liquidity. There is a serious danger, however, that a less skillful 
handling of the situation may result in a sharp reversal of liberal 
trading policies throughout the world, or even trigger off large 
scale movements of short-term funds from one currency into another 
and from all currencies into gold. 

The most logical escape from these difficulties is obvious enough, 
and would have been adopted long ago if it were not for the 
enormous difficulties involved in overcoming the forces of inertia 
and reaching agreements among several scores of countries on the 
multiple facets of a rational system of international money and 
credit creation. This is, of course, the only explanation for the 
survival of gold itself as the ultimate means of international mo- 
netary settlements. Nobody could ever have conceived of a more 
absurd waste of human resources than to dig gold in distant corners 
of the earth for the sole purpose of transporting it and re-burying 
it immediately afterwards in other deep holes, especially excavated 
to receive it and heavily guarded to protect it. The history of 
human institutions, however, has a logic of its own. Gold as a 
commodity enjoyed undoubted advantages over other commodities 
that could alternatively be used as money. The substitution of debt 
or paper money for commodity money within each country’s national 
borders was a slow, gradual, and still recent phenomenon in world 
affairs. Its extension to the international sphere is even more recent 
and has also developed haphazardly under the pressure of circum- 
stances rather than as a rational act of creation on the part of any 
national or international authority. This explains the present, and 
totally irrational, use of national currencies as international reserves. 
Yet, the proliferation of regional, international, and supranational 
agencies since the war is slowly laying the groundwork for further, 
and long overdue, adaptations in the international monetary system, 
and particularly for the internationalization of the fiduciary portion 
— foreign exchange — of countries’ monetary reserves. 
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This was indeed the keystone of the famous Keynes Plan for 
an International Clearing Union (10). The one vital provision of 
the plan, on which its whole structure rested, lay in the proposed 
commitment of all member states to accept, in lieu of gold payment 
and without any limit whatsoever, bancor transfers to their credit 
in the books of the Union in full settlement of any balances due to 
them from any other members (Article 6, paragraph 6). Of and 
by itself, such a provision would have endowed the Clearing Union 
with an equally unlimited lending capacity, since “ no member State 
would be entitled to demand gold from the Clearing Union against 
its balance of bancor”. This was made explicit in Article 29 and 
also in Article 5: “If no credits can be removed outside the clear- 
ing system, but only transferred within it, the Union can never be 
in any difficulty as regards the honoring of checks drawn upon it. 
It can make what advances it wishes to any of its members with 
the assurance that the proceeds can only be transferred to the clear- 
ing account of another member. Its sole task is to see to it that its 
members keep the rules and that the advances made to each of 
them are prudent and advisable for the Union as a whole ”. 

Keynes correctly characterized this vital feature of the Plan as 
the logical extension into the international field of the essential 
principle underlying the development of national banking systems. 
Keynes’ remarks on this point are well worth re-reading, and 
deserve the extensive quotations which follow. 

The acceptance of unlimited bancor accounts by creditor coun- 
tries would be no real burden to them. “For the accumulation of 
a credit balance with the Clearing Union would resemble the im- 
portation of gold in signifying that the country holding it is 
abstaining voluntarily from the immediate use of purchasing power. 
But it would not involve, as would the importation of gold, the 
withdrawal of this purchasing power from circulation or the exercise 
of a deflationary and contractionist pressure on the whole world, 
including in the end the creditor country itself. Under the pro- 
posed plan, therefore, no country suffers injury (but on the con- 


(10) All the following references will be to the official text of these “ Proposals by 
British Experts for an International Clearing Union ”, dated April 8, 1943, as reproduced in 
the Proceedings and Documents of the United Nations Monetary and Financial Conference, 
U.S. Government Printing Office, Washington, 1948, Vol. II, pp. 1548-1573. 
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trary) by the fact that the command over resources, which it does 
not itself choose to employ for the time being, is not withdrawn 
from use. The accumulation of bancor credit does not curtail in 
the least its capacity or inducement either to produce or to con- 
sume ” (Article 11). 

“In short, the analogy with a national banking system is com- 
plete. No depositor in a local bank suffers because the balances, 
which he leaves idle, are employed to finance the business of some- 
one else. Just as the development of national banking systems 
served to offset a deflationary pressure which would have prevented 
otherwise the development of modern industry, so by extending 
the same principle into the international field we may hope to 
offset the contractionist pressure which might otherwise overwhelm 
in social disorder and disappointment the good hopes of our modern 
world. The substitution of a credit mechanism in place of hoarding 
would have repeated in the international field the same miracle, 
already performed in the domestic field, of turning a stone into 
bread ” (Article 12). 

“No particular member States have to engage their own 
resources as such to the support of other particular States or of any 
of the international projects or policies adopted. They have only 
to agree in general that, if they find themselves with surplus 
resources which for the time being they do not themselves wish 
to employ, these resources may go into the general pool and be 
put to work on approved purposes. This costs the surplus country 
nothing because it is not asked to part permanently, or even for 
any specified period, with such resources, which it remains free to 
expend and employ for its own purposes whenever it chooses; in 
which case the burden of finance is passed on to the next recipient, 
again for only so long as the recipient has no use for the money. 
As pointed out above, this merely amounts to extending to the 
international sphere the methods of any domestic banking system, 
which are in the same sense “impersonal” inasmuch as there is 
no call on the particular depositor either to support as such the 
purposes for which his banker makes advances or to forego per- 
manently the use of his deposit. There is no countervailing objec- 
tion except that which applies equally to the technique of domestic 
banking, namely that it is capable of the abuse of creating excessive 
purchasing power and hence an inflation of prices. In our efforts 
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to avoid the opposite evil, we must not lose sight of this risk... 
But it is no more reason for refusing the advantages of international 
banking than the similar risk in the domestic field is a reason to 
return to the practices of the seventeenth century goldsmiths (which 
are what we are still following in the international field) and to 
forego the vast expansion of production which banking principles 
have made possible. Where financial contributions are required for 
some purpose of general advantage it is a great facility not to have 
to ask for specific contributions from any named country, but to 
depend rather on the anonymous and impersonal aid of the system 
as a whole. We have here a genuine organ of truly international 
government ” (Article 40). 

The last words of this quotation reflect the only valid objection 
to the whole argumentation of Keynes. The objection is political, 
not economic, in nature. From a narrowly economic point of view, 
Keynes is perfectly correct. Bancor accounts would, under his plan, 
have been just as good as gold. Although the bancor accumulation 
of creditor countries would serve as a basis for the extension of 
credit to others, the liquidity of the creditors’ accounts would remain 
unimpaired, since they could always be used as freely as gold itself 
to make payments anywhere in the world. The political objection, 
however, was a double one. 

First and foremost is the risk, admitted by Keynes, of an unwise 
use of the Clearing Union’s lending facilities to finance inflationary, 
rather than merely expansionist, policies throughout the world. This 
would reduce the real value of the creditors’ accounts — including 
their gold as well as their bancor reserves — and expose them to 
stronger inflationary pressures than would have been the case in 
the absence of such inflationary lending by the Union. This would 
appear, on the surface, as a reasonable economic objection to the 
Plan. If, however, the creditor countries themselves were in agree- 
ment with the Union’s lending policies, they could hardly complain 
about the consequences of decisions in which they fully concurred. 
The core of the problem lies therefore in the voting procedures of 
the Union, and in the loss of sovereignty which they may involve. 
Various safeguards might conceivably be set up in this respect and 
allay in part the creditors’ legitimate fears in this respect. Those 
provided in the Keynes Plan, however, were totally inadequate, 
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and little ingenuity was shown by any of the participants in devis- 
ing better ones (11). 

A second objection, from the point of view of prospective 
creditor countries, lay in the “ impersonality” or “ anonymity ” of 
the Union’s lending. Keynes saw in this a major virtue of the 
Plan, as it was indeed from an international viewpoint and, even 
more, from the point of view of prospective borrowers such as the 
United Kingdom in the early postwar years. It would also entail, 
however, a diminution of the political influence and bargaining 
power that the lending nations could otherwise derive from direct 
loan negotiations with the borrowing countries. Properly speaking, 
this should not be regarded as a legitimate objection to the Plan, 
but rather as an obstacle in the way of its successful negotiation in 
a nationalistic world. 

The predominantly political nature of these difficulties must 
be fully recognized in trying to devise realistic formulas for feasible 
progress toward international agreement in this field. One of the 
major implications of such an approach will lie in distinguishing 
what may be accomplished through world-wide agreements and 
what may prove achievable only on the regional scale within smaller 
and more homogeneous groups of highly interdependent countries, 
keenly conscious of their interdependence, and better prepared by 
a common geographical and historical background to understand 
one another’s problems and policies. 


lll. The International Monetary Fund Today 


The International Monetary Fund, as presently constituted, can 
only bring a limited, although still extremely valuable, contribution 
to the world liquidity problem. 


Past and Current Loans 


The Fund’s lending operations, over its twelve years of exist- 
ence, are summarized in Table I. Gross loans totalled $759 million 


(11) A simple, but extreme, solution, could have been to impose the unanimity rule 
on all important lending decisions of the Union. That this might not have been as paralyzing 
a provision as might appear at firs: can be demonstrated by the experience of OEEC, in 
which this rule has always been observed. Less extreme solutions will be discussed later in 
this paper. 
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Tasie I 





A. - IMF LENDING, 1947-1958 
(in millions of U.S. dollars) 


























ny | Cumulative 
Apparent pty ad True a “ane Net ~ = 
Borrowings | cies by Other | Borrowings Borrowers Borrowings a oud 
| Members 
ae (1) (2) (3=1—2) (4) (s=3—4) (6) 

I. 1947-1949 777 17 759 2 757 757 
1947 468 6 462 -- 462 462 
1948 208 Ir 197 _ 197 658 
1949 101 _ 101 2 99 757 

Il. 1950-1955 439 186 254 777 ~ $23 234 
1950 _ _ _ 24 - 733 
1951 35 28 7 46 > — 594 
1952 ss | — | 85 102 - 16 678 
1953 230 158 72 163 - gI 587 
1954 62 | = 62 210 - 148 439 
1955 28 — 28 232 — 205 234 

Ill. 1956-1957 1,670 — 1,670 177 15493 1,727 
1956 693 = 693 113 579 814 
1957 977 - 977 64 913 1,727 
IV. 1958 338 21 317 348 - 31 1,696 
V. Total 3,224 224 3,000 1,304 1,696 





B. - IMF UNUSED LENDING COMMITMENTS, AT THE END OF 1958 











I. Undrawn Amounts Under Stand-by Arrangements . gil 
A. United Kingdom 738 
B. Other Countries 173 

II. Net Credits and Gold-Tranche Commitments, of which: . | 2,580 
A. Major Creditor Countries 2,452 

1. United States 1,958 
2. Germany . (=.=. * = a we << . - 147 
3 Canadas ww ew ee ee ee ee ee | go 
eS ee ee ee ee a ee ee 69 
Re ee ee ee ee ee ee ee 62 
a Se. eee Se pane oie Ged 56 
7. Italy . .o me ee we x & eS eR Se ae" 45 
Dre fo tp a Or. mes Be eared (ete 2 
B. Other Countries (1) . 128 








(1) After elimination of $5 million overlap with stand-by arrangements. 
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in the first three years (1947-1949) but were largely repaid in the 
following six years, bringing down the amount of outstanding loans 
to only $234 million at the end of 1955. The Suez crisis was fol- 
lowed by an unprecedented level of activity. The Fund’s net lend- 
ing rose by nearly $1,500 million in two years and has remained 
since then at a cumulative level of approximately $1,700 million. 

There are also outstanding, in addition, about $900 million of 
unused drawing rights under so-called stand-by agreements, and 
all countries have been assured “the overwhelming benefit of the 
doubt” for borrowings within their so-called “ gold tranche”, i.e. 
up to the amounts actually contributed by them to the Fund in 
the form of paid-in gold subscriptions and of the Fund’s use of 
their national currency subscriptions. Taken together, these unused 
facilities amount to about $2,450 million for the major creditor 
countries listed in Table I, $740 million for the United Kingdom, 
and $300 million for all other countries taken together (12). 


Lending Capacity 


The future lending capacity of the Fund — and thus its ability 
to alleviate the prospective world liquidity shortage — is far more 
difficult to appraise. 

The sum of all quotas measures both the total lending com- 
mitments and borrowing “ facilities ” of the Fund’s members. Since, 
however, the same country cannot be at the same time a net lender 
and a net borrower, the maximum net lending commitments usable 
at any time cannot possibly exceed half of this sum, unless wide- 
spread waivers allowed debtor countries to borrow in excess of their 
total quotas. The extreme limit of the Fund’s present lending 
capacity could be estimated, on this basis, at about $4.3 billion (13). 


(12) The outstanding Fund loans ($1,700 million at the end of 1958) are included as 
part of the borrowing countries’ gross reserves in the Tables presented in my article in the 
March issue of this Review (pp. 3-57). Net claims on the Fund and drawing rights available 
under stand-by agreements are not reported, however, as part of the countries’ monetary 
reserves. 

(13) Members’ quotas totalled about $9.2 billion at the end of 1958, but included nearly 
$950 millions of unpaid subscriptions. Unless otherwise noted, all the estimates discussed in 
this paper assume full payment of these subscriptions, with the exception of that of Nationalist 
China whose large unpaid quota ($550 million) obviously bears no relationship to its pro- 
spective lending to or borrowing from, the Fund. 
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This would be raised to about $6.75 billion after the quota increases 
recently approved by the Fund’s Board of Governors have gone 
into effect. 

This, however, is a rather theoretical estimate. It should first 
be modified to take account of past Fund operations which have 
deeply modified the outstanding lending commitments and borrow- 
ing rights of a number of countries. These operations are summar- 
ized in Table II. The Fund’s resources as of the end of 1958 
— excluding all unpaid subscriptions — can be read from line 10 
of this Table. They included $1.5 billion of gold and $6.7 billion 
in about three scores of members’ currencies. More than half of 
this latter sum, however, was made up of currencies for which the 
Fund has never received any request, and which are most unlikely 
ever to be sold by it in any significant amounts. Most of them are 
indeed currencies of underdeveloped countries — such as India, 
Brazil, Pakistan, etc. — who should be expected to be frequent 
borrowers from the Fund, rather than net lenders to it. The Fund’s 
holdings of the six currencies ever lent by it in its twelve years 
of operation totalled little more than $3 billion, of which more 
than $1.6 billion, however, was in the currency of the Fund’s 
largest net borrower, and less than $1.2 billion in the only three 
currencies ever really borrowed from the Fund on a net basis (14). 

A more realistic, even though still highly conjectural, appraisal 
of the Fund’s true lending capacity may be gauged from Table III. 
Ten alternative calculations are presented, based upon different 
assumptions as to the currencies requested from the Fund by future 
borrowers. For simplicity’s sake, only eight currencies have been 
retained for this purpose, and some of them have been grouped 
together rather arbitrarily. It will generally be agreed that very 
few of the other Fund currencies could be added to this list. This 
would not, in any case, increase substantially the resulting estimates 
of the Fund’s lending capacity, as the amounts involved would be 
small at best, and could not possibly be used simultaneously with 
the eight currencies shown without widespread and large scale 
waivers of quota limits on the remaining borrowing countries. 


(14) The occasional Fund’s sales of sterling, Dutch guilders and Belgian francs have 
always been offset, or indeed far more than offset, by previous borrowings of these three 
countries from the Fund. See lines 1 and 3 of Table II. 
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IMF CURRENCY AND GOLD 


(in million; 








Fund's Receipts (+) or Disbursements (—) U.S. German Canadian 


Dollars Marks Dollars 











—_ 


Belgian 
Francs 











1. Member’s Borrowings (+) . ... . - _ — + 83 
2. Other Members’ Borrowings (—) . . . — 2,916 | — 69 — 15 — 11 
3. Total Net Borrowings (r+2) . .. . — 2916 | —69 | — 1945 + 72 
eae ee ee ee ee ee + 1,000 _ — — 72 
5- Cumulative Net Borrowings (3+4) . . — 1,916 — 69 — 15 — 
| 
«6 ask ee SA Se eee a 46 | _ _ _ 
; 
7. Total Fund's Receipts or Disbursements 
a te a eS ee. SUR SO — 1,962 — 69 — 15 —_ 
—| 
8. Purchases of Currency against Gold (b) . + 692 — oat — 
g- Total Change in Fund’s Holdings (7 + 8) — 1,270 | — 69 | — 15 — 
10. Residual Holdings (c) (11+9) . .. . 792 | 183 210 169 
11. Quota Subscription (c). . . . . . . 2,062 | 252 225 169 





(a) Fund’s administrative expenditures (—), and miscellaneous receipts (+) arising 
mostly from payment of charges in the paying member’s currency. 


(b) Including $92 million directly received from members in U.S. dollars in lieu of gold 
subscriptions. 


(c) Excluding all unpaid subscriptions. 


(d) Including $2 million due to be paid in instalments by withdrawing member (Czecho- 
slovakia) by July 1961. 


If the U.S. dollar remains in strong demand by the Fund’s 
borrowers (lines VI 1, a, b, and c), the Fund’s maximum lending 
capacity, after the increase in quotas, would be of the order of 
$4.5 to $7.4 billion, depending on how many — and how much — 
of the other currencies are also in demand. The latter sum, how- 
ever, could not actually be lent by the Fund without substantial 
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1947-1958 
































Taste If 
in Suh Dennis Other a Gold Total 
“s Guilders Sterling Currencies Currencies 
_ — a eaisaicueit a 
33 + 144 + 862 + 2,135 + 3,224 (d) x + 3,224 
I — § — 208 -- — 3,224 (d) x — 3,224 
72 + 139 + 654 | + 2,135 x x x 
r2 ~~ — 108 | — 985 -— + 305 x 
| _ + 545 | + 1,150 — 305 (e) + 305 (e) x 
_ 13 + 4 os 29 + 52 + 22 | 
— — | — _—_—— -—— - —— | 
_ + 9558 + 15154 — 334 + 356 + 22 
= = ja + 692 — 692 x 
- + 558 + 15154 + 358 = 338 “ss 
| 206 1,618 3,562 6,740 (d) 1,532 (f) 8,272 
| 206 1,060 | 2,408 6,382 1,867 | 8,249 





(e) Represents the difference, received in gold by the Fund, between the currencies 
“sold to the Fund” by net borrowers ($1,696 million) and the currencies of creditors coun- 
tries “ sold by the Fund” in the course of these operations ($2,000 million). 

(f) Including $200 million in U.S. Treasury Bills and funds awaiting investment obtain- 
ed from proceeds of gold sales and reconvertible into the same quantity of gold upon termi- 
nation of investment. 


waivers (more than $1.5 billion) of quota limits on all other mem- 
bers’ borrowings. 
The substitution of sterling for the dollar as the main currency 
in strong demand (lines VI 2, a, b and c) would not modify greatly 
the above estimates, except that the substitution of the United States 
for the United Kingdom as an extreme borrower would enable the 








152 Banca Nazionale del Lavoro 


same lending capacity — and indeed much more — to be used even 
in the absence of any waivers of the borrowing quotas. 

In the absence of any demand for either U.S. dollars or pounds 
sterling (line VI 3,), the Fund’s maximum lending capacity would 
remain well below $6 billion. 

Finally, if both U.S. dollars and pounds sterling were in strong 
demand (lines VI 4, a, b and c), the Fund’s lending capacity could 
be of the order of $6.7 billion to $9.5 billion, any amounts in excess 
of $7.5 billion, however, requiring once more extensive waivers in 
favor of borrowers. 

All these are, of course, extreme hypotheses, which suggest the 
maximum limits rather than the plausible scope of the Fund’s future 
lending. Loans much in excess of, let us say, $5 billion could hardly 
fail to be accompanied with a threatening scarcity of some creditors’ 
currencies and would probably require a depletion of the Fund’s 
gold assets endangering its ability to honor, in the desired cur- 
rencies, its moral commitment to give every member the “ over- 
whelming benefit of the doubt ” to drawings within its gold tranche. 

Yet, even a $5 billion lending capacity should be more than 
adequate to meet for several years to come the world liquidity 
shortage, roughly estimated in my previous article at some $6 bil- 
lion to $17 billion over the next decade (15). This is all the more 
true as the reserve position of all major reserve holders, outside the 
United States, improved considerably during 1958. These countries 
— including the United Kingdom and France — are less likely to 
require any large scale Fund assistance in the near future. The 
Fund will thus be able to devote most of its resources to loans to 
the non-industrialized countries whose need for such assistance is 
greatest, particularly in view of the alarming deterioration of their 
balance of payments and reserve position during the last few years. 


(15) These figures, however, are not really comparable. First of all, borrowings within 
the gold tranche -are included in this $5 billion estimate and would constitute merely a 
recovery by the borrowers of amounts they have themselves lent to the Fund. Many of the 
lending countries, moreover, do not regard as monetary reserves their net claims on the Fund 
arising from their gold contribution and the use of their national currency subscription. The 
muin contribution of IMF lending to world liquidity, therefore, lies much less in the creation 
of additional liquidity than in the “ activation” of the pre-existing stock of world reserves. 
The “inactive ” reserves of creditor countries are placed at the disposal of, and used by, 
borrowing countries whose reserve levels are particularly deficient. To this extent, the Fund’s 
loans increase the velocity, rather than the quantity, of world reserves. 
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IMF LENDING CAPACITY 
(in millions of U.S. dollars) 


Fund's Lending 
Capacity 


Cur- 
rent 
Fund 
Hold- 
ings | creases 


Total 





VI. 


- Gold. . 


U.S. Dollars . 
Pounds Sterling . 


. Other Currencies Drawn 


in Past Operations . 
1. German Marks 
2. Canadian Dollars 
3. Dutch Guilders . 
4- Belgian Francs 


- Other Major Currencies . 


1. French Francs 
2. Japanese Yens 


Alternative Patterns of 
Lending Capacity: 
1. Gold and U.S. Dollars 

a. only (1+1]) 

b. plus other drawn 
currencies (1+II+ 
ea ee 

c. plus other major cur- 
rencies (I1+11+IV+ 
V) ‘= 

2. Gold and Pounds Sterl- 
ing 

a. only (I+II]) 

b. plus other drawn 
currencies (1+I]]I1+ 
| ae 

c. plus other major cur- 
rencies (I+ I]I+IV+ 
aera 

3. Gold and All Curren- 

cies Listed except U.S. 

Dollars and Pounds 

Sterling (1+1IV+V) 


4. Gold. U.S. Dollars and 

Pounds Sterling 

a. only (I+II+II] . 

b. plus other drawn 
currencies (I+ 11+III 
+IV) a 

c. plus other major cur- 
rencies (1+1I1+III+ 
IV+V) . 


1,532|1,210|2,742 


792/1,031|1-823 





2,324/2,241 4,565 
3,092/2,959/6,051 
\41067 3»343|7.410 
35150)1,697|4,847 
39918) 2,415/6,333 


|42893|2,799|7,692 


35275 |25312|5,587 
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210} 187) 397 
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The breathing space thus made available by the increases in 
the Fund’s quotas should be used by governments and their tech- 
nical experts to explore the bolder and more imaginative reforms 
called for to adjust international monetary institutions to present- 
day needs and possibilities. 

The most fundamental deficiency of the present system, and 
the main danger to its future stability, lies in the fact that it leaves 
the satisfactory development of world monetary liquidity primarily 
dependent upon an admittedly insufficient supply of new gold and 
an admittedly dangerous and haphazard expansion in the short- 
term indebtedness of the key currency countries. The most logical 
solution to the problem would lie in the substitution of IMF 
balances for such national currencies in all member countries’ 
monetary reserves. 

The acceptance of such a solution — under the necessary gua- 
rantees outlined below — would also eliminate most of the unne- 
cessary complexities and limitations in the Fund’s borrowing and 
lending techniques which now arise from their dependence upon 
fixed subscriptions of national currencies. The Fund’s lending 
capacity could then be derived instead from the normal accumula- 
tion by members of a portion of their monetary reserves in the 
form of IMF balances, as fully and internationally usable as gold 
itself. As contrasted with present quota subscriptions, such balances 
would involve no sacrifice of liquidity for their holders, and their 
amounts could be made to adjust in a flexible manner to the future 
evolution of each member’s reserve position. 

The essential feature of such a solution is, of course, identical 
te the bancor proposal of Keynes, discussed on pp. 141-146 above. 
The concrete proposals that follow, however, differ in nearly all 
other respects from the Keynes plan and these differences are, in 
turn, dictated by two major preoccupations. The first is to meet 
squarely the political and economic arguments raised against it and 
which made it unnegotiable in practice, particularly from the point 
of view of the prospective creditor countries. The second is to 
remove a number of weaknesses of Keynes’ proposals, ascribable in 
most cases to peculiarly British concerns and interests and to the 
highly abnormal and difficult conditions rightly foreseen by him 
for the early postwar years. 
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IV. A New Charter for the International Monetary Fund 


The keystone of our proposals would be the substitution of IMF 
balances for balances in national currencies — i.e., mostly dollars 
and sterling — in all member countries’ monetary reserves. Such 
balances should be made equivalent in all respects to gold itself 
and as widely usable and acceptable in world payments. 

The latter purpose would have been achieved in the Keynes 
plan through a binding obligation on each member country to 
accept unlimited amounts of bancor in settlement of any claims 
accumulated by it on any other member country. The bancor 
accounts thus credited to it could be spent freely for similar settle- 
ments to others, but would not give it any right whatsoever to 
withdraw gold from the Clearing Union. The acceptance of such 
a proposal would have endowed the Union with an equally un- 
limited lending capacity, restrained only in practice by the insuf- 
ficient limitations placed by other provisions of the plan on each 
member’s borrowing right or quota. 

The major objection raised against the Keynes plan lay precisely 
in the enormous inflationary pressures to which the prospective 
surplus countries would expose themselves by accepting such wide 
commitments to bancor accumulation. A second objection lay in 
the fact that the creation of bancor money by the Union would 
not displace, but add to, the expansionary influence associated with 
any further growth of sterling and dollar balances. The main- 
tenance of dollar and sterling balances as alternative, or supple- 
mentary, means of international settlement — alongside with gold 
and bancor — also meant that the Keynes plan would not have 
removed entirely the dangers and weaknesses arising from the opera- 
tion of a gold exchange standard. Finally, further objections were 
validly raised against the automaticity of the large borrowing rights 
conferred upon future deficit countries. 

These objections were met in fact by the abandonment of the 
key feature of the plan, and the replacement of bancor accounts by 
national quotas, dependent largely on national currency subscrip- 
tions to the IMF. The proposals that follow would, on the con- 
trary, preserve the core of the Keynes plan mechanism, while meet- 
ing frontally the objections raised against it. They would retain 
IMF — or bancor — accounts as a fully multilateral means of 
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settlement, thus simplifying vastly the lending and borrowing ope- 
rations of the institution, and guaranteeing in a much firmer fashion 
the continued interconvertibility of all member currencies against 
a relapse into discrimination and bilateralism in world trade and 
payments. 


A. Sources and Limits of the Fund’s Overall Lending Capacity 


The IMF lending capacity would be based, as in the Keynes 
plan, on the accumulation of bancor accounts — in the form of 
deposits with the IMF — by member countries as part and parcel 
of their total monetary reserves, alongside with gold itself and fully 
equivalent to it in international settlements. This basic objective, 
however, requires neither that the Fund be endowed with an un- 
limited — and potentially inflationary — lending capacity, nor that 
each member country commit itself in advance to accumulate 
unlimited amounts of bancor in settlement of its surpluses. 

The overall lending capacity of the Fund can properly be 
limited to the creation of bancor amounts sufficient to preserve an 
adequate level of international liquidity. Various criteria could be 
retained for this purpose. The simplest one might be to limit the 
Fund’s net lending, over any twelve months period, to a total 
amount which would, together with current increases in the world 
stock of monetary gold, increase total world reserves by, let us say, 
3 to 5 per cent a year (16). The exact figure could not, of course, 
be determined scientifically and would, in any case, depend in 
practice upon the compromise between divergent national viewpoints 
which would emerge from the negotiations of the new Fund Agree- 
ment. A reasonably conservative solution would be to retain the 
3 per cent figure as definitely non-inflationary, and to require qua- 
lified votes (two thirds, three fourths, and ultimately four fifths 
of the total voting power, or even unanimity) to authorize lending 
in excess of 3, 4 or 5 per cent a year (17). 

Assuming, for instance, that monetary gold stocks continue to 
increase by $700 million or $800 million a year, the Fund’s annual 


(16) See the March issue of this Review, pp. 31-33. 

(17) Alternative criteria, more logical but also more difficult to define concretely, might 
be derived from the current trend of some international price index reflecting inflationary or 
deflationary pressures on the world economy. 
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lending quota based on a 3 per cent rate could be roughly estimated 
today at about $800 million to $900 million. A 4 per cent rate 
would raise this to about $1.4 billion, and 5 per cent to about $2 
billion a year (18). These estimates would rise gradually, but slowly, 
with further increases in world reserves. They could decrease: as 
well as increase, on the other hand, with future fluctuations in the 
current additions to the world monetary gold stock. 


B. Minimum Deposits Requirements 


What provisions would be necessary to induce member coun- 
tries to finance such lending by the Fund through the accumula- 
tion of an equivalent amount of Fund balances as part of the annual 
increase in their total monetary reserves? 

Most member countries have, for many years past, held a con- 
siderable portion of their monetary reserves in the form of foreign 
exchange — primarily U.S. dollars and pounds sterling — rather 
than gold. The percentage of foreign exchange reserves to total 
reserves averaged at the end of 1957 some 30 per cent for the world 
as a whole, and as much as 55 per cent for countries other than 
the United States and the United Kingdom (19). During the five 
years preceding the Suez crisis, official dollar balances alone increased 
at an average pace of nearly $1 billion a year. 

The major stimuli to such accumulation are, of course, the 
lower costs incidental to the use of key currencies rather than gold 
in world settlements, and the earnings derived from the portion 
of a country’s reserves held in the form of foreign exchange. The 
major deterrents to such accumulation, on the other hand, are the 
risks of exchange fluctuations, inconvertibility, blocking, or even 
default, inseparable from holdings in a foreign country’s currency. 

The shift from natjonal currency balances to balances with the 
IMF could preserve fully the same incentives and decrease consider- 
ably at the same time the weight of the deterrents mentioned above. 
The Fund’s earnings on its own loans and investments (20) should 
be distributed among members pro rata of the balances held by 


(18) These calculations are based on the IMF estimates of world reserves — excluding 
international institutions — of about $54 billion at the end of 1958. 

(19) See the March issue of this Review, pp. 24 and 40. 

(20) See below, pp. 168-172. 
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them: with the institution. These balances should — as all other 
Fund accounts — be expressed in a gold unit, and escape therefore 
the foreign exchange risk always attached to foreign exchange hold- 
ings in national currencies. They would similarly remain unaffected 
by any inconvertibility decision adopted by any individual member 
of the Fund. They could, at any time, be used by their holders as 
freely and widely as gold itself to make payments to any other 
member country, and even to non-members (21). These provisions 
should make it possible for all countries to count their balances 
with the Fund as a normal and valuable component of their mo- 
netary reserves, and as fully equivalent to gold for the calculation 
of reserve or gold cover requirements wherever legal provisions 
still exist in this respect. 

These various advantages should ensure a considerable demand 
for Fund balances on the part of most member countries, and 
particularly on the part of those which are already holding a large 
portion of their monetary reserves in the form of foreign exchange 
rather than gold. Members’ voluntary holdings of Fund balances 
might well exceed after a time the amounts needed to finance the 
Fund’s lending operations, in which case a growing portion of the 
Fund’s assets would take the form of gold. 

This is not likely to become true, however, until members have 
grown fully familiar with the system and with the security, liquidity, 
and earning power of this new form of reserve asset. In the 
initial years at least, it will be necessary to require Fund mem- 
bers to hold with the institution balances amply sufficient to finance 
its lending and to guarantee — through a sufficient accumulation 
of gold reserves — the full convertibility of Fund balances into any | 
currency, even the “ hardest”, actually needed in settlements. | 

Both of these purposes could be achieved most simply by requir- | 
ing all members to hold in the form of Fund deposits a certain 
proportion of their gross monetary reserves. All would agree to 
accept such deposits in settlement of their international claims with- 
out limit, but would have the right to convert at any time into 











































(21) The membership of the Fund now includes practically all countries outside the 
Soviet bloc, except Switzerland, Portugal and New Zealand. Some further efforts could be 
made to induce these three countries to join a reformed IMF, and the rest of our discussion 
will assume that these efforts have been successful. The special arrangements otherwise needed 
to enable members to draw on their Fund account for settlements to non-members would not 
create any serious financial burden for the Fund. 


a 
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gold, if they so wish, deposits accrued to their Fund account in 
excess of this minimum requirement. This obligation would sub- 
stitute for the present system of Fund quotas, and offer considerable 
advantages over it from the point of view of individual members 
as well as from the point of view of the Fund itself. 

The first of these advantages would lie in the fact that such 
balances with the Fund would remain as fully liquid and usable 
in payments as gold itself, and should therefore — as already noted 
above — be considered as part of each country’s monetary reserves. 
The maintenance of a portion of a country’s reserves in this form 
would therefore be no burden on it and would not raise the internal 
financing problems which some countries now find in financing 
their quota subscription to the Fund (22). 

The second advantage is that deposit obligations would adjust 
automatically to fluctuations in the overall reserve position of each 
country. The Fund’s overall resources would thus increase as the 
overall level of world reserves increases. Most of all, however, the 
increase in Fund minimum deposit requirements would concentrate 
on the countries which currently develop net surpluses and whose 
currency is therefore most needed for international settlements. 
This flexibility should be contrasted with the rigidity, arbitrariness, 
and wastefulness of the present quota system which can be changed 
only infrequently and only through a laborious process of interna- 
tional renegotiations and of new national legislation on the part of 
all Fund members. 

One question remains to be solved. What would be the 
minimum deposit requirements needed to ensure the Fund adequate 
lending power and ensure that this lending power remain fully 
multilateral, 7.e. unhampered by the development of any particular 
currency “ scarcity” in the Fund? 

Tables IV and V present hypothetical calculations based on a 
20 per cent level of reserve requirements. Gross reserves ($55 bil- 
lion) exclude creditor countries’ claims on EPU (about $1.4 billion), 
funded under the EPU liquidation agreement. They include, how- 


(22) Since such subscriptions cannot now be used freely for payment by the subscriber, 
but merely give him a right to apply for Fund borrowings, many countries do not regard 
their creditor position with the Fund as part of their reserves. Subscriptions to, and claims 
on, the Fund must then be financed by the Government itself, either out of accumulated 
funds or through borrowings from its Central Bank or from the market. 
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COMPARISON OF MINIMUM IMF DEPOSITS WITH REVISED QUOTAS 
ON THE BASIS OF MONETARY RESERVES AT THE END OF 1958 


(in millions of U.S. dollars) 


Taste IV 





Net 
Claim 
on IMF 


(1) 


Gross Reserves 


Foreign | 
Ex- 

change 
@) | 





. United States . 
. United Kingdom . 


. Continental OEEC 


A. European Com- | 


munity . 

Germany 
France 

aly . se 
Netherlands 
Belgium-Lux- 
embourg . 


. Other 


Switzerland 
Portugal 
Austria . 
Sweden . 
Norway . 
Denmark 
Turkey . 
Greece 


IV. Canada 


V. Latin America . 


Venezuela . 
Brazil 
Cuba 
Mexico 
Argentina 
Uruguay 
Colombia 
Chile . 
Guatemala . 
Dominican 
Republic . 
Panama. . 
Costa Rica . 
Ecuador . 
Peru . 
Honduras . 
El Salvador 
Nicaragua 








. | 1.958 


| 20,582) 


Gold 


(3) 





Mini- 
mum 
Fund 
Deposits 
(5=20% 
of 4) 


Total 
(4=1I+ 
2+3) 


Revised 
Quotas 


(6) 


] 
Excess 


Foreign 
Ex- 
change 


(7=1+ | 


2—5) 


Gold 
| Payment 
(8=5— 
I—2) 








22,540) 4,508 


45125 





367 


255 | 2,850) 3,105) 


621 


| 
| 


|1,950 





6,360 | 


9:590 


16,317) 3,263 


| 


3136.5 





318 | 


45 
69 


57 
49 


x 

x 
12 
25 
12 


go 





45577 | 
2,587 | 
376 | 
1,219 | 
338 | 


57 


1,783 
124 | 
211! 
464 | 
267 | 
200 | 
199 | 


154 
164 





870 


| 1,518 


65543 
2,639 
589 
995 
1,050 





1,270) 
31047 
1,925 
493| 
194 
204 
43 

31 
144 


2,288 


1,075 
193 
452 
291 


11,438! 


55373) 

965 
2,259 
1,457) 


1,384 


4,879) 
2,049 
704) 
670) 
496) 
255) 
230| 
297| 
177 


277 


976 
410 
141 
134 
99 
51 
46 
59 
35 





| 
| 


2,610.0 
787-5 
787-5 
27¢.0 
412.5 


35255 
526.5 


x 

x 
75-0 
150.0 
75-0 
102.0 
64.5 
60.0 





13] 
1,078 


1,791 


2,038 


550.00) 





39349 


1,009.50) 





385 
140 
300 
194 
185 
30 
89 
19 
21 





720 
325 
80 
144 
114 
180 
72 
40 
27 


12 
2 
22 
19) 
31 
Ii 





1,109 
465 
380 
360 
299 
214 
161 

59 
49 


47 
48 
20) 
38) 
31 
10) 
39 
7 | 
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22.50) 
225.00) 
75-00) 
135.00) 
225.00) 
22.50 
75.00) 
75.00) 
75°) 
15.00) 
0.75] 
7:50) 
15.00 
37-59 
11.25) 
11.25) 
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COMPARISON OF MINIMUM IMF DEPOSITS WITH REVISED QUOTAS 
ON THE BASIS OF MONETARY RESERVES AT THE END OF 1958 


(in millions of U.S. dollars) 











Cont. Taste IV 



















































































7 Gross Reserves Mini- Excess | 
|---| mum : Foreign Gold 
| Net Foreign Fund Revised Ex- Payment 
Claim Ex- Gold Total | Deposits | Quotas | change | (8=5— 
on IMF | change (4=1+ | (5=20%, (7=1+ | 1—2) 
| @ @ | @ |7*) | #9 | @ | 2 
Paraguay ‘ | _ 7 — 7 I 11.25 6; — 
Bolivia — | 14 1 5 I} 15.00 3| — 
| MBs 2 so —-| - 1 2} — 1.255 =—| — 
VI. Outer Sterl. Area 22 35394 755) 4173) 835|1,368.0 | 2,583; — 
Australia 8 | 958 162) 1,128 226} 300.0 740, — 
India - 475 247| 722 144] 600.0 331| — 
Malaya I 330 — 331 66) 37-5 265; — 
Ghana — 301 — | 301 60} 22.5 241; — 
Iraq 2 267 34 303] 61} 12.0 208; — | 
Ireland ‘a 4 244 18} 266) 53) 45-0 195 _ 
South Africa. | — 105 211; = 317] 63, 150.0 42; — 
Pakistan ct 3 209 49| 261 52, 150.0| 160) — | 
New Zealand . | x 153 33 187 37 x 16; — | 
Ceylon 4 172 —| 176 35| 22.5 141; — | 
Burma “_ 119 _ 119 24) 22.5 | 95; — | 
Jordan ;— 46, — 46| 9 45 37; — | 
Iceland |= 15 1 | _ 16) 3 1.5 | 12}; — | 
VII. Other 106 | 2,692] 1,115) 3,910] 782 2,168.0 | 2,017 | 5 | 
| | | 
A. Europe | 49) 257] 109) 386) = 77, 297-0 | 199) — 
Finland . 9 214 35| 259 52 57-0 171 _ 
Spain 10 10) 57| 77 I5 150.0 si — 
Yugoslavia . — 33 17| 50 10| 90.0 23, — 
| | 
B. Other . 87 | 2.435) 1,006) 3,524) 705 1,871.00) 1,818| = § 
Japan 62 807 54, 923 185 500.00, 684 | 
Egypt = 255 174) 429 86 90.00; 165) — 
Thailand 3 215 II2} 330 66 18.75) 152; — 
Iran / = 112} 141| 253 51| 52.50} 61) — 
Indonesia _ 180 37| 217 43, 165.00; 137) — 
Belgian Congo | x 104 83 186 377, x | GO| — 
Viet-Nam 3 159) — | 162) 32) 18.75) 130) — 
Korea 3 145 2} 149 30, 18.75) 418) — 
Taiwan . _ 102 9 III 22, 825.00 80, — 
Lebanon I 16 gt} 108 22 6.7505 — 5 
Israel . ° 2 gI 2 94! 19 14.25 74; — 
Philippines . — 82 10| 92 18 22.50 64; — 
Ethiopia I 53 4| 58 12 g.00 42; — 
Syria . s | 12 24) 37) 7 9-75 7; — 
Other .| 10 102) 263| 375) 75| 123.0 37| — 
VIII. Total | 2,583 | 15,089) 37,761 554432} 11,086|14,307 9,962 | 3,379 


| 


Source and Notes: Reserve estimates are based on the latest reports for 1958 published 
in the April 1959 issue of International Financial Statistics. As explained in the text, claims 
on EPU are deducted from, and net claims on the IMF added to, these IFS estimates. 
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ever, Members’ net claims on the IMF, as these would be trans- 
formed into fully liquid reserve deposits with the Fund as a result 
of the reform proposed here. Countries would thus be required 
initially to hold in deposit with the Fund an amount of about 
$11 billion. This would increase year by year by 20 per cent of 
the new additions to members’ gross reserves, and would be amply 
sufficient to cover all prospective Fund lending for many years to 
come. Some increase in this required reserve ratio might ultimately 
prove desirable, but it is highly probable that voluntary deposits 
would by then be so large as to make such a compulsory increase 
unnecessary in practice. 

These minimum requirements may be compared with the 
revised Fund quotas soon to come into operation and which they 
are designed to replace. They are considerably smaller for most 
countries — and particularly for those with low reserves — and 
only slightly larger for a few countries with very high reserves: 
the United States ($380 million), Germany ($290 million), Italy 
($180 million), Switzerland ($410 million), Venezuela ($200 mil- 
lion), Portugal ($140 million), Austria ($60 million), etc. They 
would be somewhat higher, however, for most countries than the 
25 per cent gold portion of their subscription to the Fund, but it 
should be noted once more that the sums held in deposit with the 
Fund would retain their fully liquid character and be as, or more, 
usable in settlements as the portion of their reserves now held by 
most countries in the form of dollar or sterling balances. 

In order to satisfy these minimum reserve requirements, all 
countries would have to transfer to the Fund equivalent amounts 
of assets. Three types of assets would be eligible for this purpose: 


1. net creditor claims previously accumulated on the Fund; 
these would automatically be transformed into IMF deposits; 


2. other liquid or semi-liquid foreign exchange holdings, i.¢. 
primarily dollar and sterling balances; 
3. gold. 
If we assume that all countries would initially prefer to hold 
onto their gold assets, most of them would satisfy fully their reserve 
obligation by transferring to the Fund only part of their present 


foreign exchange holdings. Only a handful of countries — pri- 
marily the United States and the United Kingdom — would have 
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to transfer gold to the Fund in order to fulfil their deposit obliga- 
tion (see column 8). 

Table V shows the new balance sheet of the Fund after all 
such transfers have taken place. Nearly half of the Fund assets 
($4.9 billion) would be in gold, and the rest in various claims on 


HYPOTHETICAL IMF BALANCE SHEET AT END OF 1958 
AFTER PROPOSED REFORM Taste V 


(in billions of U.S. dollars) 


Assets Liabilities 
1. Gold eee S ee 1. Members minimum deposits on | 
a. December 31, 1958 holdings 1.5 current account . ce o eee 
b. New deposis . .... 3-4 a. from members’ net claims | 
on December 31, 1958 . - | 2.6 
2. Claims on Members . . . . 6.2 b. from additional gold and 
a. December 31, 1958 . . . LI foreign exchange deposits . 8.5 
ee gee id 2. Net cormmmmgs . .....i/ O08 
ToTaL . 1. Tora, . 1. 
Note: 


Based on Table IV above, on the assumption that countries maintain only the minimum 
required deposits with the Fund, and transfer gold to the Fund for this purpose only insofar 
as their foreign exchange reserves are insufficient to feed such required deposits. 


member countries, but very largely in U.S. dollars (probably more 
than $3 billion) and in pounds sterling (probably close to $2 bil- 
lion). There would be no reason to change the present repayment 
provisions covering existing Fund claims (about $1 billion) arising 
from past operations. Provision would have to be made, however, 
with regard to the new claims acquired by the Fund as a result 
of the proposed reform. These claims would represent mostly bank 
deposits and Treasury bills now held by member countries in New 
York or London as part of their monetary reserves. The Fund 
would have no immediate need to. modify these investments, but 
should be empowered to do so, in a smooth and progressive manner, 
insofar as useful for the conduct of its own operations. This purpose 
would be served by giving the Fund an option to liquidate such 
investments at a maximum pace of, let us say, 5 per cent a year. 
The maximum yearly liability for repayment which this would 
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entail for the United States and the United Kingdom would be of 
the order of $150 million and $100 million respectively (23). 

This pattern of Fund assets should rule out in practice any 
real danger of a “currency scarcity” in the Fund and guarantee 
therefore the full and continued convertibility of Fund deposits 
into any currencies needed by members. Currency sales by the 
Fund would be credited to the deposit accounts of the countries 
whose currency had been sold, and the large gold holdings of the 
Fund (nearly $5 billion) would enable it to meet any request by 
such members to convert into gold the excess of their deposits above 
their 20 per cent minimum requirement (24). Moreover, countries 
which are in debt to the Fund should not have an absolute right 
to such conversions. The Fund could, in such cases, insist upon 
extraordinary amortization of their debts to it as an alternative to 
gold repayments susceptible of jeopardizing its own liquidity. This 
would also constitute an additional safeguard against any scarcity of 
the two major currencies in world trade and settlements — the U.S. 
dollar and the pound sterling — in view of the large initial hold- 
ings (more than $5 billion) of these two currencies by the Fund. 

































C. Fund Absorption of Residual Foreign Exchange Reserves 


The operations described above would absorb and consolidate a 
substantial portion (about $5 billion) of the foreign exchange reserves 
of member countries, but would still leave outstanding about $10 
billion of such national currency reserves. In order to eliminate 
fully from the international monetary system the absurdities and 
dangers denounced above (25), these national currency reserves 
should also be converted into international Fund deposits. If this 
were done, the Fund’s deposit liabilities estimated above at about 
$11 billion would rise to approximately $21 billion, and its foreign 





(23) If a faster rate of repayment were deemed desirable, the 5 per cent option might 
be made to apply either to the debt itself — as suggested in the text — or to the excess of 
the country’s gold reserves over a “ normal” amount defined by the average ratio of world 
reserves to world imports. This second criterion would leave the United Kingdom’s obligation 
unchanged, but would raise to about $750 million initially the annual repayment liability of 
the United States. 

(24) The minimum deposit requirement itself would, of course, rise by 20 per cent of 
the amount credited to the member’s account since such amounts would increase correspond- 
ingly the country’s gross monetary reserves. 

(25) See pp. 139-141. 
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exchange holdings to $16 billion. Its gold reserve would initially 
be left unaffected, at about $5 billion, or a little less than 25 per 
cent of total liabilities. This might be deemed uncomfortably low 
and entail a possible danger that the Fund might have insufficient 
gold to procure for its members a currency in strong demand in 
the event that the issuing country insisted on converting into gold 
any Fund deposits accruing to it in excess of its 20 per cent deposit 
requirement. 

Such a danger, however, would be more remote than one 
might think. First of all, it could hardly materialize as far as the 
two major currencies in world trade and payments are concerned. 
The Fund would now hold indeed close to $9 billion in U.S. dol- 
lars and more than $5 billion in pounds sterling (26). A strong 
world demand for dollars or sterling should be met, in large part, 
by extraordinary amortization of this indebtedness rather than by 
equivalent gold settlement by the Fund of the balances accruing to 
these two countries beyond their 20 per cent deposit requirement. 

The danger of an excessive depletion of the Fund’s gold re- 
sources could thus come only from two other sources: 


1. direct conversion into gold of the Fund balances acquired 
in exchange for the initial transfer to the Fund of the foreign cur- 
rency balances now held by members; or alternatively; 


2. a similar conversion into gold by the countries — other 
than the United States and the United Kingdom — whose subsequent 
overall surpluses are settled through transfers of Fund balances from 
the deficit countries’ account to the surplus countries’ account. 


The first of these two dangers could be warded off as far as 
sterling balances — but not dollar balances — are concerned by 
providing that the conversion of national currency balances into 
Fund balances should not entitle their holders to claim gold from 
the Fund if the balances so transferred did not entitle them to 
claim gold from the country on which these balances were held. 
This would not impair in any way the convertibility of these Fund 
balances into all and any currencies actually needed by their holders 


(26) Official dollar balances of foreign countries were reported at $8,662 million at 
the end of 1958, and total — official and private — U.S. Government bonds and notes at 
$983 million. Non-colonial sterling balances were estimated at about $6.9 billion. On the 
basis of the 1957 ratio of official to private sterling balances, this might be broken down 
roughly into $5.3 billion of official balances and $1.5 billion of private balances. 
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in ifiternational settlements, nor the gold exchange guarantee and 
other privileges attaching to Fund balances in general. What it 
would mean is that the right to claim gold from the Fund would 
attach only to the Fund balances exceeding the sum of the country’s 
normal 20 per cent requirement plus the balances initially acquired 
in exchange for gold-inconvertible national currency balances. This 
second limitation, moreover, would be eliminated gradually as the 
debtors of such balances — primarily the United Kingdom — 
amortized their corresponding indebtedness to the Fund. 

The only residual danger of an excessive depletion of the Fund’s 
gold assets would then arise from the conversion into gold of deposits 
at the Fund transferred to overall surplus countries other than the 
United States and the United Kingdom. Let us note, however, 
that only 80 per cent, at most, of such transfers would expose the 
Fund to gold payments since 20 per cent of them would increase 
the minimum deposit requirements of the receiving countries. 
Secondly, the option of the Fund to claim annual amortization 
instalments from the debtors of the balances could be exercized, 
whenever necessary, and bring in up to $1 billion a year of addi- 
tional gold resources to the Fund (27). 

The danger of a gold or currency scarcity in the Fund would 
thus appear extremely remote, especially as most countries could 
be expected to hold Fund deposits well in excess of their minimum 
requirements. Convenience and earning incentives have so far 
prompted countries other than the United States and the United 
Kingdom to retain, on the average, more than half — rather than 
merely 20 per cent — of their gross reserves in foreign exchange 
rather than gold (28). They will have, in any case, to retain some 
working balances in a form other than gold in order to avoid 
repeated gold sales or purchases each time they wish to sell or buy 
foreign currencies in the market to stabilize their own exchange | 
rate. These working balances will have to be held either as excess 
deposits with the Fund, or directly in the key currencies actively 





(27) Under the formula described on p. 163 above, this option would normally apply to 
5 per cent of the total currency balances (about $15 billion) transferred to the Fund, 7.e. $750 
million. It could, however, also be applied, alternatively, to 5 per cent of the excess of the 
debtor’s gross reserves over and above the average ratio of world reserves to world imports. 
This would raise initially by about $300 million the annual repayment liability of the United 
States. 

(28) See the March issue of this Review, Table X, p. 4o. 
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traded on the exchange markets. Either of these two alternatives 
would reduce substantially the danger of an excessive gold drain 
from the Fund. Working balances equal to only 5 per cent of 
annual imports, for instance, would absorb as much as $5 billion. 

All in all, therefore, the absorption and consolidation of all 
outstanding foreign exchange reserves — with the possible exception 
of moderate working balances — into Fund deposits would appear 
feasible, even on the basis of the 20 per cent minimum deposit 
requirement envisaged up to now. Yet, provision would have to 
be made to safeguard the Fund’s liquidity both against unforeseen 
conversions of excess deposits into gold and, in the long run, against 
the increasing gap between the probable level of world gold stocks 
and the desirable expansion of overall monetary reserves. Three 
different techniques might be used — either alternatively, or in 
combination — to meet both problems. The simplest one would 
be for the Fund to issue medium-term gold certificates, payable 
either in gold or in excess Fund deposits, and carrying a higher 
rate of interest than liquid Fund deposits. Such certificates should 
be particularly attractive to high reserve holders. The second pos- 
sibility would be to authorize the Fund to raise uniformly the 
20 per cent deposit requirement to a higher ratio — 25 per cent 
or 30 per cent, for instance —, of each country’s gross monetary 
reserves. The third would be to leave the basic 20 per cent require- 
ment unchanged — or to increase it more moderately — but to 
impose higher deposit requirements upon that portion of each 
member’s reserves which exceeds the average ratio of world mone- 
tary gold to world imports. 

Any increase in the compulsory deposit obligation initially 
accepted by members should normally require a qualified majority 
(two-thirds, three-fourths, or even four-fifths) of the Fund’s total 
voting power. If, however, such a majority could not be reached 
at a time when a real gold scarcity develops in the Fund, such a 
“ gold scarcity ” would have to be declared by the Fund and entail 
the automatic adoption of either the second or the third of the 
three solutions discussed above, to the extent necessary to preserve 
the Fund’s ability to meet its gold conversion commitments. Any 
country should then have the right, however, to refuse to accept 
such an increase in its obligation. This would act as a declaration 
of “scarcity” of that particular country’s currency in the sense of 
Article VII of the present Fund Agreement, and carry the con- 
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sequences envisaged in that Article (29). As different from the 
present — and politically inapplicable — procedure, however, such 
a declaration would be left to the discretion of the country con- 
cerned rather than of the Fund. In fact, our previous discussion 
makes it abundantly clear that such a contingency would be most 
unlikely to arise, at least for many years to come, and that con- 
fidence in Fund deposits should by that time be sufficiently strong 
to avert any such decision on the part of any country. 


D. Clearing and Lending Operations of the Fund 





As indicated above (30), the major safeguard against an infla- 
tionary level of Fund lending would lie in the overall limitations 
placed on the net increase of the Fund’s loans during any twelve 
months period. 

These loans should fall into two broad categories, similar in 
many respects to those of national central banks’ credit operations: 


1. advances or rediscounts, undertaken at the initiative of 
the borrowing country; 


2. open market operations, or investments, undertaken at 
the initiative of the Fund itself. 


at cee 5 STARRETT TTI nt 


Advances, Stand-bys and Overdrafts 


The normal procecures for Fund advances need not differ sub- 
stantially from those gradually developed by the Fund over its 
twelve years of existence. They should be subordinated to full agree- 
ment between the Fund and the member with relation not only 
to the maturity of the loan, but also to the broad economic and 
financial policies followed by the member to ensure long run equi- 
librium in its international transactions without excessive recourse 
to trade and exchange controls. The recent stand-by techniques 
of lending might, in addition, be supplemented by overdraft agree- 
ments, to be renewed at frequent intervals, and guaranteeing all 
members in good standing rapid and automatic Fund assistance in 
case of need, but for modest amounts and with short-term repay- 
ment provisions. These overdraft agreements would be primarily 


Lada at ta ACO Set I beet 





(29) See also pp. 172-173, below. 
(30) p. 156. 
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designed to give time for full consideration of a request for normal, 
medium-term, loans or stand-by agreements, and would be gua- 
ranteed by the country’s minimum deposit obligation. 

The only basic difference between the new lending procedures 
and the ones now in existence is that the proposed structure of 
Fund operations would eliminate one of the most puzzling require- 
ments of the present Articles of Agreement. Article V, Section 3, 
Subsection (a) provides that “A member shall be entitled to buy 
the currency of another member from the Fund in exchange for 
its own currency subject to the following conditions: (i) The 
member desiring to purchase the currency represents that it is pre- 
sently needed for making in that currency payments which are 
consistent with the provisions of the Agreement” (31). 

This is very bizarre indeed and raises at least two broad ques- 
tions. First of all, it is very difficult, under convertibility conditions, 
to identify any particular currency as needed by a member. The 
settlement of most international transactions takes place through 
private sales and purchases of foreign exchange in the market and 
need not involve the member itself, or its monetary authorities. 
The latter’s need for foreign exchange arises only when they feel 
impelled to intervene on the exchange markets to repurchase excess 
supplies of their own currency and arrest its depreciation in terms 
of other currencies. They do not, even then, however, need any 
particular currency for this purpose, although they will presumably 
tend to operate chiefly in widely traded currencies and to sell pre- 
ferably those which command the highest market price — in rela- 
tion to their par value or official buying rate for foreign currencies — 
at that particular moment. 

Secondly, it should be noted that the Fund Agreement allows 
members to purchase foreign currencies in exchange for their own 
currency — 1.e. in exchange for their own 1.0.U.’s — but not in 
exchange for other foreign currencies owned or acquired by them. 
This means in effect that the Fund could never really fulfill effect- 
ively one of the main purposes stated in Article I, Section (iv). of 
the Agreement, i.e. “ to assist in the establishment of a multilateral 
system of payments in respect of current transactions between 
members... ”. This was a major gap in the Fund Agreement and 
made it necessary to set up in 1950 a separate institution, the 


(31) The italics are mine. 








170 Banca Nazionale del Lavoro 


Eurcpean Payments Union to restore a multilateral system of settle- 
ments among the European countries and their associated monetary 
areas (32). 

Both of these shortcomings would be remedied by the Fund 
reform proposed in this study. Bilateral settlements among central 
banks would be obviated through the use of the Fund as a Clearing 
House for such settlements. Foreign currency balances acquired by 
a central bank would be deposited to its Fund account and debited 
from the account of the debtor of such balances. Any other mem- 
ber’s currency could, conversely, be purchased by a member through 
corresponding debits to its own account and credits to the account 
of the country whose currency is bought. Finally, any loan granted 
by a Fund to a member would be credited to its Fund deposit 
account, and the member could draw on this account in any cur- 
rency whatsoever without having to make any “ representation ” 
that it needs it to make payments in that particular currency. 


Fund Investments 


The second broad category of Fund lending would take place 
through investments in the financial markets of member countries. 
These operations would be decided very largely at the initiative of 
the Fund itself, but always of course in agreement with the monetary 
authorities of the countries concerned. Such agreement would be 
Necessary in any case to attach to these investments the same gua- 
rantees against exchange and inconvertibility risks as those which 
protect the Fund’s own deposit liabilities. 

The first investments of this character would be imposed upon 
the Fund by its absorption of the outstanding national currency 
reserves transferred to it by members in exchange for Fund deposits. 
They would be overwhelmingly dollar and sterling investments 
and would be subject to special provisions, already outlined above, 


(32) The restoration of convertibility for non-residents by most major trading countries 
provides, as long as it lasts, an alternative machinery for the multilateralization of payments. 
It does not, however, dispense with the need to discourage through international cooperation 
and agreements later relapses into inconvertibility by a country in difficulty, nor with the need 
to help other countries withstand the impact of such a decision by one of their major trading 
partners. This is indeed one of the major objectives of the European Monetary Agreement 
which replaced, at the end of last year, the European Payments Union Agreement. A further 
discussion of the vital issues involved may be found in my book on Europe and the Money 
Muddle, Yale University Press, 1957, particularly pp. 113-116, 202 and 223-229. 
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to avoid unnecessary disturbances to the monetary and financial 
markets of the United States and the United Kingdom. The 
resources derived from their progressive liquidation, however, would 
normally be reemployed in other markets whose need for inter- 
national capital is greater than in the United States and the United 
Kingdom. A portion of such investments might even be channelled 
into relatively long-term investments for economic development 
through purchases of IBRD bonds or other securities of a similar 
character. 

A primary consideration in determining the pattern of Fund 
investments would be the need to preserve the full liquidity of its 
members’ deposits. It should be noted, however, that the Fund 
would be in a particularly strong position in this respect as the 
total amount of its required deposits — initially some $11 billion — 
could hardly decline in practice, but would on the contrary grow 
year by year with the increase of world reserves. Any withdrawals 
of deposits by members whose overall reserves are declining would 
be more than matched by increases in the required deposits of 
members whose reserves are increasing (33). The liquidity problem 
of the Fund would be very largely confined to the preservation of 
the convertibility of its excess deposits into any currency needed in 
payment, and, eventually, into gold if their holders request it. 


This problem has already been amply discussed above and need 
not detain us further. 


Further Suggestions 


A number of other interesting suggestions relating to the Fund’s 
lending procedures have recently been presented by Mr. Maxwell 


(33) The theoretical possibility of a decline in the monetary reserves of all countries 
taken together should, however, be noted in passing. The only case on record is that of the 
first years of the great depression when world reserves declined by about $2 billion from 1928 
to 1932 as a result of the wholesale liquidation of their foreign exchange assets by central 
banks. The above proposals are precisely designed to ward off the repetition of a similar 
collapse of the gold exchange standard. Overall world reserves could also decline through 
large-scale sales of official reserves to private holders, reversing the trend of at least the last 
forty years of monetary history. Article 4 (f) of the European Payments Union Agreement 
provided that “ Each Contracting Party shall use its best endeavors to ensure that abnormal 
balances in the currencies of other Contracting Parties are not held by banks other than 
central banks or otherwise placed so that they are excluded from the calculation of bilateral 
surpluses or deficits”. Similar provisions might be made in the new Fund Agreement to 
prevent countries from eluding their minimum deposit requirement by excessive transfers of 
international reserves to private banks. 
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Stamp (34), former Advisor to the Governors of the Bank of 
England, British Alternate Executive Director of the Fund from 
1951 to 1953, and Director of the Fund’s European Department 
from 1953 to 1954. Mr. Stamp would also favor the channelling 
of part of the IMF credits through the IBRD, through the Inter- 
national Finance Corporation, and even through private corpora- 
tions. He also proposes to explore further the possibility of using 
collateral pledges of commercial bills, Treasury bills, tax reve- 
nues, etc. as guarantees of the Fund’s loans and a more active and 
flexible use of the interest rate weapon as an instrument of policy. 
The other parts of Mr. Stamp’s article and the suggestions pre- 
sented by Sir Oliver Franks in his 1958 annual statement to the 
shareholders of Lloyds Bank rejoin very largely the proposals devel- 
oped in the present study and previously outlined in Europe and 
the Money Muddle. 


E. Other Suggestions 


The acceptance of the basic reforms proposed above should 
eliminate all existing balance of payments grounds for permissible 
discrimination under the GATT. This should constitute a power- 
ful incentive for U.S. support of these proposals, as the United 
States has long been the main target of such discrimination by other 
countries. 

The gradual liberalization of remaining trade, exchange and 
tariff restrictions could also be given a new impetus by these 
reforms if they were allied to a continuous and world-wide negotia- 
tion of reciprocal liberalization commitments, similar to that suc- 
cessfully undertaken regionally by the OEEC on the basis of the 
EPU Agreement. Prospective credit assistance by the Fund to coun- 
tries in difficulty should help spur the acceptance and implementa- 
tion of such commitments by members. Yet, the OEEC experience 
also suggests that members will insist on retaining the right to 
invoke escape clauses whenever such assistance is either insufficient 
or inappropriate to meet their deficits. As in OEEC, a joint 
examination of the overall policies followed by the member should 


(34) Maxwett Stamp, “ The Fund and the Future”, in Lloyds Bank Review, October 
1958, pp. I-20. 
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be undertaken in such cases and lead to agreed proposals for 
monetary rehabilitation and stabilization and for the restoration of 
the liberalization measures reciprocally accepted by all Fund mem- 
bers. Ideally, the Fund should be given the right to disallow, after 
one year for instance, continued recourse to such escape ‘clauses if 
it deems them to be no longer justified. Such a decision might 
entail automatically the right for the country in question to allow 
fluctuations in its exchange rate as long as its gross reserves remain 
inferior to, let us say, 30 per cent of annual imports. 

Finally, some fundamental reforms in the cumbersome admin- 
istrative machinery of the Fund have long been overdue. Greater 
efforts should be made to preserve effective contacts at all levels 
between the Fund and the national administrations of its members. 
Periodic meetings of high-level representatives, currently entrusted 
with monetary policy in their own country, should determine the 
broad lines of the Fund’s policy and the limits within which deci- 
sions can be delegated to permanent representatives or to the Fund’s 
management itself. The OEEC and EPU experience should serve 
as an invaluable guide in shaping up such reforms in more con- 
crete terms. 

These, and other questions, could not be fruitfully explored 
within the scope of the present study (35). Actual possibilities for 
agreement can only be discovered through the process of interna- 
tional negotiation itself. The results of such a negotiation would 
certainly differ, in many respects, from the proposals outlined above. 
It is most likely that the final compromises that prove feasible on 
a world-wide scale will remain substantially short of the broad and 
bold aims and techniques suggested here, and of what might be 
agreed to within smaller groups of countries, more closely inter- 
dependent on one another, keenly conscious of this interdependence, 
and more willing to trust one another’s policies and commitments. 
I shall thus consider below the way in which the agreements which 
prove feasible on a world-wide level could be supported and sup- 
plemented by regional agreements of a similar, or more ambitious, 
nature, particularly among the OEEC and the EEC countries. This 
discussion will be far briefer, however, as. it involves very largely 
a mere adaptation to a more limited geographical framework of 


(35) See Europe and the Money Muddle, pp. 109-138 and 294-301. 





174 Banca Nazionale del Lavoro 


the suggestions outlined above, and as I have already developed 


elsewhere in greater detail the possible shape of future European 
monetary cooperation and integration (36). 


V. Regional Monetary Cooperation in OEEC 


The outstanding success of the European Payments Union in 
helping its members move from bilateralism to convertibility or 
near-convertibility was eloquently demonstrated by the joint con- 
vertibility decisions of last December. Paradoxically enough, this 
very success sounded the death knell of the EPU itself. It did, 
however, bring out very suddenly from the limbo where it was 
waiting for the sound of the convertibility trumpets the European 
Monetary Agreement laboriously negotiated three and one-half years 
earlier among the seventeen countries of the OEEC. 


The European Monetary Agreement 


The EMA constitutes an imaginative attempt to preserve into 
the convertibility era some of the elements of the regional monetary 


cooperation previously embodied in the EPU Agreement. This 
required drastic and long overdue readjustments in the EPU system. 

First and foremost, bilateral accounts among central banks had 
long ceased to provide a valid and automatic criterion of a country’s 
borrowing needs or lending ability. The EPU system of so-called 
automatic credits was therefore abandoned and replaced by provi- 
sions for discretionary credits, financed by a European Fund of 
$600 million. 

The second, and most intricate, part of the European Monetary 
Agreement consisted in a complete overhauling of the multilateral 
system for settlements initially established by EPU. This system 


(36) See particularly: 


a. “ Systéme et Politique Monétaires de l'Europe Fédérée *, in Economia Internazio- 
nale, Vol. VI, No. 1, Genoa, 1953; 


b. The Future of the European Payments System, Wicksell Lectures, May 1958, 
Stockholm; and 


c. “La Monnaie et le Marché Commun - Politiques Nationales et Intégration 


Régionale ”, in Cahiers de l'Institut de Science Economique Appliquée, No. 74, December 
1958, Paris. 
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involved the full and automatic compensation, at the end of each 
month, of all debts and claims accumulated during the month by 
each member country vis 4 vis each of the others, and their con- 
solidation into a single net debt or net claim vis 4 vis the EPU 
itself, which was then settled partly through EPU credit accounts 
and partly through gold or dollar transfers. In the early days of 
EPU, the balances notified to the Agent at the end of each month 
by the European central banks had been accumulated by them dur- 
ing the month under the operation of bilateral payments agreements 
eschewing all private transactions on the exchange markets. Free 
exchange markets had been gradually reopened in the intervening 
years, however, and multilateral arbitrage agreements substituted 
in most cases for bilateral payments agreements. By 1958 the largest 
portion of the balances communicated monthly to the Agent thus 
resulted from the stabilization inteventions of central banks in 
the market rather than from direct bookkeeping transactions between 
them. The European Monetary Agreement registered explicitly 
this evolution, while still leaving room for bilateral agreements with 
the few countries whose currencies remained technically incon- 
vertible. 

The crucial change introduced by EMA in the EPU system of 
multilateral settlements lay in the fact that the central banks are 
no longer required to bring into the monthly compensations all the 
balances acquired during the month. They may, at their own dis- 
cretion, bring such balances into compensation or retain them as 
part of their monetary reserves. Some change of this sort was, of 
course, well nigh unavoidable as a consequence of the restoration 
of convertibility in Europe. One could hardly allow European cen- 
tral banks to retain convertible U.S. dollars or other non-member 
currencies, but forbid them to keep convertible pounds or Deutsche 
marks as a component of their monetary reserves. Yet this return 
to a multi-currency gold exchange standard carries with it very real 
dangers for future monetary convertibility and trade liberalization. 
Now as in the 1920’s, sudden shifts from one currency into another 
or into gold may endanger the position of the key currencies actually 
used as foreign exchange reserves by central banks. Moreover, some 
countries might again, when they run into difficulties, be tempted 
to use promises of trade concessions or threats of trade restrictions 
as a weapon to induce other countries to accumulate their currency 
or to spend it exclusively within their own currency area. 
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The chief contributions to European monetary cooperation 
retained in the EMA are its moderate provisions for short or 
medium term balance of payments credits (37) and, most of all, 
the provision of an exchange rate guarantee, in terms of the U.S. 
dollar, for all foreign exchange balances accumulated by members 
in the currencies of other members. This indeed is the main 
practical significance of the mulilateral settlements machinery theo- 
retically salvaged by EMA from the EPU Agreement. Each country 
must notify official buying and selling rates for its currency in 
terms of the U.S. dollar, valid until further notice, and at which 
it undertakes to settle at the end of each month the net balance 
of the bilateral claims or debts reported by members for settlement. 
These rates may be modified at any time by the country concerned, 
but, in this case, the claims and debts outstanding at the time of 
the change will be settled on the basis of the rates previously in 
force. This is, in practice, the only reason which members might 
have to make use of the EMA machinery for settlements, since in 
all other cases the official buying and selling rates at which the 
EMA operates would be less favourable to them than the rates at 
which the currencies in question could be bought or sold instead 
on the exchange market (38). 


Proposals for a European Clearing House or Reserve Fund 


The European Monetary Agreement should primarily be re- 
garded as an invaluable, if limping, compromise between conflict- 
ing points of view as to the future monetary organization of Europe. 
Many of its shortcomings, however, bear the marks of past, rather 
than current, divergencies of views between the United Kingdom 
and some of its main partners on the Continent. Britain was toy- 


(37) In addition to the European Fund loans already mentioned, members also under- 
take to grant each other, under the name of “ interim finance”, small overdraft facilities 
repayable within the month. 

(38) No balances indeed were reported for settlement in the first monthly operations 
(for January 1959), except by four countries still operating under bilateral payments agree- 
ments. Net payments totalled only about $2 million, as compared with $300 million in the 
last month of EPU’s operations. 

The above summary of the European Monetary Agreement is a highly condensed and 
simplified one. For a fuller account, see the official text and accompanying memorandum 
of the Secretary General of OEEC — released by OEEC in August 1955 — and my own 
discussion in Europe and the Money Muddle, pp. 220-233 and 280-284. 
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ing in 1955 with the idea of establishing a flexible exchange rate 
for the pound or, at least, widening considerably the margin be- 
tween buying and selling rates. Its main opponent on this point, 
as well as on others, was Switzerland. The United Kingdom’s 
authorities seem now to be satisfied with exchange rate stability 
and narrow exchange margins, and Switzerland has become the 
main ally of the United Kingdom in its differences with the Euro- 
pean Economic Community over the formation of a European Free 
Trade Area. 

In view of these fundamental changes in member countries’ 
policies, the 1955 European Monetary Agreement would hardly have 
been put into operation in December 1958 without substantial revi- 
sions, except for a series of unforeseen events which left little time 
or hope for a successful renegotiation. A fundamental, and long 
overdue, revision of the EPU Agreement had been repeatedly post- 
poned pending the results of the Free Trade Area discussions. 
When the latter finally collapsed in December, the maintenance of 
EPU in its then existing form became more anachronistic than ever, 
but the liquidation of EPU automatically entailed, under the 1955 
Agreement, the simultaneous entry into force of the European 
Monetary Agreement. Final action was precipitated by the French 
decision to readjust and stabilize their own monetary and exchange 
system preparatory to the first round of tariff and trade liberaliza- 
tion of the European Economic Community on January rst. 

This hurried time table and the bitter atmosphere resulting 
from the breakdown of the Free Trade Area talks precluded any 
further negotiation of an EPU or EMA revision at that time. Yet, the 
need for such a revision had been clearly affirmed in all the Maudling 
Committee discussions. The EPU Managing Board had been instruct- 
ed to explore the problem, and had already presented preliminary 
reports to the full committee. There is little or no doubt that the 
present EMA system will require substantial modifications if and 
when the European Economic Community and the other OEEC 
members succeed in patching up their differences, and agree on 
some new form of economic association among the seventeen OEEC 
countries. The mutual commitments to be undertaken by members 
in the trade field would be more ambitious than those of the 
OEEC Code of Liberalization, and would have to be supported by 
correspondingly strong commitments in the money and payments 


field. 
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The keystone of such a reform of the present EMA would 
bear a close similarity to the proposals advanced above for the 
reform of the IMF. The project would be regional, rather than 
world-wide in scope, however, and could probably be negotiated 
and implemented more easily, more rapidly and more fully within 
such a framework. 

The participating countries would establish jointly a Clearing 
House centralizing all payments among their separate central banks. 
These payments would be effected through corresponding debits 
and credits to the account maintained by each central bank with 
the Clearing House. 

These clearing accounts would be fed, first of all, by the com- 
pulsory transfer to each country’s account of any and all balances 
in another member’s currency purchased from the market by its 
central bank or credited to it by another central bank. They could 
be fed, in addition, by transfers of gold, or convertible currencies 
of third countries, or even of other currencies specified by the Clear- 
ing in the light of its members’ current demand for such currencies. 
The first of these two provisions would be designed both to simplify 
payments among members and to prevent any relapse into open or 
concealed bilateralism among them. 

The clearing accounts would, of course, be fully convertible and 
could be freely drawn upon by their holders to make payments to 
third countries as well as to member countries. They would, more- 
over, carry an exchange guarantee in terms of a jointly agreed unit 
of account. This unit might, as in the case of the IMF, be defined 
merely and simply in terms of gold. A less rigid, and on the whole 
preferable, procedure might be to revive a unit similar to the former 
EPU unit of account, 7.e. tantamount in effect to an exchange 
guarantee in terms of whichever European currency will in fact 
remain stablest in the future with respect to gold itself (39). 


(39) Such a clause would have the same effect as a gold guarantee unless all member 
currencies modified in the same direction — upward or downward — their present parity 
with respect to gold. The application of a gold clause in such an event would probably 
result in unjustified windfall losses or gains for the debtors and creditors in the Clearing. 
It might be noted that the elimination of the EPU unit of account by EMA and its substi- 
tution by a gold clause for some transactions and a dollar clause for others would open a 
serious and unsolved question in the improbable event of a change in the United States gold 
price or gold policy. A whole article (Article 14), entitled “ Modification in the United 
States Price or Policy for Gold ”, is devoted to this very problem, but its call for an urgent 
and comprehensive review of the Agreement in such a case is only a thin disguise for a total 
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The participating countries might be required, at least initially, 
to maintain in their clearing account a minimum balance equivalent 
to, let us say, 10 or 20 per cent of their total gold and foreign 
exchange reserves. Based on current reserve levels, these required 
balances would total today as much as $2 billion if a 10 per cent 
“reserve requirement” were adopted. The resources thus placed 
at the disposal of the Clearing would be totally unaffected by intra- 
European disequilibria, since any decrease in some countries’ global 
reserves and minimum deposits would then be exactly offset by 
corresponding increases in other members’ reserves and required 
deposits. The resources of the Clearing would fall only as a con- 
sequence of global deficits of the OEEC area as a whole toward 
the rest of the world, and even then by only 1o per cent of the 
amount of such deficits. A cumulative deficit of $10 billion would 
be necessary, for instance, to reduce by one half the funds initially 
placed at the disposal of the Clearing. Such an evolution would 
be highly improbable, and would in any case call for joint read- 
justment policies in order to harmonize the European pace of 
monetary and credit expansion with that of other areas, or for 
preserving a desirable pace of expansion against the impact of out- 
side deflation through the negotiation of foreign credits or through 
an increase of restrictions on trade and payments with non-member 
countries. 

The resources of the Clearing would be held primarily in gold 
and convertible foreign currencies, so as to enable it to maintain 
the world-wide convertibility of its members’ accounts. The factors 
of stability underlined above, however, would make it possible for 
the Clearing — just as for any bank — to reinvest at short or 
medium term, within or outside the OEEC area, a reasonable por- 
tion of its assets without endangering thereby the effective liquidity 
of its deposits for their individual holders. 

The lending procedures of the Clearing would follow the same 
general pattern outlined above with respect to the IMF. The criteria 
determining the overall amount of such lending, however, would 
be different, and far less automatic in character. The total amount 
of assistance provided to members would have to be adjusted in 


lack of agreement at this stage as to the way in which the situation should be handled. The 
needless introduction of such complications and uncertainties in the Agreement is difficult to 
explain except on the basis of British fears that the EPU might enjoy greater prestige than 
the pound sterling, displacing it gradually as a key currency in world trade and payments. 
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the jight of the current inflationary or deflationary pressures within 
the area and of the evolution of the balance of payments and 
monetary reserves of the group as a whole toward the outside world. 
This would not, of course, ensure that the policies of the group as 
a whole would be wiser than those of other countries or than those 
which would have been independently followed otherwise by its 
national member states. The group’s policies might be more in- 
flationary or more deflationary, as well as less inflationary or less 
deflationary, more foolish as well as wiser, than those pursued in 
the rest of the world. The choice of policies open to it would 
merely be wider and freer than that otherwise available to its 
individual members. It should certainly be exercized in such a 
way as to preserve freedom of trade within the area, and strengthen 
its ability to follow liberal policies toward the rest of the world as 
well. The latter result could not be guaranteed, however, in the 
absence of a sufficient coordination of policies and mutual financial 
assistance between the group and other major trading countries. 
Important tasks would thus continue to devolve on world-wide 
organizations such as GATT and the IMF, even though effective 
performance at that level is likely to develop more slowly and 
gradually than will prove feasible at the regional level. 

As in the case of the IMF, the influence and means of action 
of the Clearing would be likely to grow at a rapid pace, as expe- 
rience overcomes initial diffidence toward the system and the inertia 
of old habits and traditions. Its deposit accounts, particularly, might 
be expected to exceed largely, after a time, the minimum require- 
ments initially adopted and even, possibly, to make these unneces- 
sary. Those accounts should indeed prove highly attractive to mem- 
ber banks in view of the unique guarantees attached to them. The 
convertibility and exchange rate guarantees provided would elimi- 
nate the risks of unilateral inconvertibility or exchange rate deva- 
luation inseparable from the current investment of monetary reserves 
in national, so-called “key” currencies. Default risks, moreover, 
would be practically eliminated by the obligation accepted by all 
members to channel through the Clearing all payments due by 
anyone of them to another. The overdrafts of a defaulting borrower 
would thus be automatically amortized by the transfers made to its 
account by any other member, and this procedure would not be 
dependent on the good faith of the borrowing country itself, but 
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on the commitments subscribed to by all other members of the 
Clearing. 

Finally, the Clearing might attract similar accounts even from 
central banks of non-member countries whose payments relations 
are largely with the EPU area. Indeed, nearly 40 per cent of non- 
EPU countries’ merchandise imports originate in the EPU area, and 
this proportion exceeds 50 per cent for the countries outside the 
dollar-area. The European Clearing, based on a close alliance be- 
tween sterling and other European currencies would tend to develop 
gradually into a powerful monetary center, susceptible to assume 
an international role comparable to that of London before 1914, 
but which London alone has become too weak to perform today. 
Non-member countries could be expected to transfer gradually into 
clearing accounts some portion of the national currency balances 
now held by them as monetary reserves. Insofar as these balances 
are now held in non-member currencies — i.e. practically in U.S. 
dollars — this would strengthen the gross reserve position of the 
Clearing and result in some further expansion of its lending capacity. 
Insofar as they are now held in member currencies — practically 
pounds sterling — it might help smooth out the impact now 
exercized upon the debtor of such balances — practically the United 
Kingdom —by fluctuations in their overall amount. The largest 
portion of these fluctuations would indeed by associated with the 
settlement of imbalance between the owners of the balances and 
the European area itself, and would not cause any drain on the 
Clearing’s gold and dollar reserves, nor any change in its other 
assets, but merely a reshuffling of its net claims or debts vis a vis 
the United Kingdom on the one hand, and its other members on the 
other. While persistent movements of this sort in the same direc- 
tion would obviously require in the end cash settlements among 
the member countries concerned, a great many of them could pro- 
perly be cushioned by the Clearing and help avoid or smooth out 
the undesirable pressures which they would otherwise exercize upon 
these countries’ policies. 

A European Clearing House would therefore be able to offer 
a substantial contribution to the preservation of international liqui- 
dity and to the reduction of the dangers attendant to the use of 
national currencies as international monetary reserves. It could not, 
however, solve such world-wide problems as fully and effectively 
as a revised IMF might do. The proposals advanced in this Section, 
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therefore, should not be regarded as a lasting substitute for the IMF 
reforms discussed in Section IV. On the other hand, neither should 
a global IMF approach be regarded as a full substitute, making a 
European Clearing superfluous and useless. First of all, the setting 
up and implementation of a fully satisfactory IMF system will 
probably require several years of negotiations and experimentation. 
Secondly, the management of a world-wide monetary clearing 
system, and particularly the investment of the large funds derived 
from its operation will present enormous administrative and political 
hurdles, which can best be surmounted through some decentraliza- 
tion of the decision-making process. Finally, the high degree of 
economic and political interdependence of the European coun- 
tries (40) and their experience of past cooperation are likely to 
make feasible far more extensive regional trade liberalization, credit 
commitments and policy harmonization among them than could 
conceivably be negotiated and implemented on a world-wide level. 

The practical feasibility of a European Clearing Agreement, 
however, is intimately bound up at this stage with the renewal of 
OEEC negotiations for a European Free Trade Area or Economic 
Association. Persistent conflicts of views subsist in this respect and 
make the final outcome highly uncertain. The French protectionist 
objections which contributed so much to the breakdown of past 
Negotiations may gradually abate if the remarkable success achieved 
to date by the French monetary and exchange readjustments of 
last December are confirmed and consolidated. The resurgence of 
French nationalism today, and possibly of German nationalism 
tomorrow, may also weaken the political unity objectives of the 
Six countries of the European Economic Community and remove 
other sources of opposition to a broader, but looser, European Eco- 
nomic Association. On the other side of the Channel, influential 
circles are already arguing in favor of a full-fledged adherence of 
the United Kingdom to the European Economic Community itself, 
as it stands today. 

None of these trends, however, is sufficiently pronounced to 
permit any easy prediction of future developments. The European 
Economic Community exists, not only through the measures and 
institutions provided for in the Rome Treaty, but also through the 


(40) About three-fourths of the OEEC countries’ total exports are directed to each 
other and their overseas monetary areas. 
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myriad of decisions taken by individuals and firms — within and 
outside the Community itself — to adjust their economic activity 
and investment plans to the new horizons opened by it. Vested 
interests will increasingly combine with political ideals to resist any 
dilution of the Six’ progress toward economic integration and 
federal unity. 

The most realistic and constructive solution of these dilemmas 
would seem to lie in a parallel drive toward both sets of objectives. 
Whatever degree of cooperation and liberalization can in fact be 
achieved among the seventeen OEEC countries should be exploited 
to the full, but without being allowed to develop as a brake on 
the closer integration which can realistically be aimed at within 
the European Economic Community. The gradual adaptation of 
our legal economic institutions to the facts of international economic 
interdependence can be carried forward most easily and successfully 
if we recognize the complementary — rather than the competitive — 
role that may be assigned to overlapping regional groupings in this 
respect. The six countries of the Community have indicated their 
readiness to accept a far closer integration than would be acceptable 
to the seventeen countries of OEEC, just as the latter may accept 
broader and firmer commitments to each other than they would 
be ready to extend to the world at large through GATT or 
the IMF. 

The ensuing discussion of monetary integration among the six 
countries of the European Economic Community is based on this 
philosophy. The exact line of demarcation between the institutions 
of the Community and those of a future European Economic Asso- 
ciation cannot be predicted at this stage and should, in any case, 
fluctuate over time as the future success of integration policies 
prompts the acceptance of closer commitments and surrenders of 


sovereignty by the seventeen OEEC countries as well as by the six 
Community countries. 


VI. Monetary Integration in the European Economic Community 


The adoption of the IMF and EMA reforms suggested above 
would go a long way toward providing the European Economic 
Community with a stable monetary framework and facilitating the 
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adoption of liberal policies by the Community toward the rest of 
Europe and toward the outside world. Yet, a number of factors, 
specific to the Community itself, must be taken into account for 
the shaping up of its future monetary policies and institutions. 

First of all, the commercial commitments of members have 
already been negotiated and spelled out in considerable detail in 
the Rome Treaty, together with a number of other provisions 
designed to harmonize competitive conditions throughout the Com- 
munity. 

Secondly, these commitments are far more drastic and rigid 
than those which are likely to be negotiated within the broader 
framework of GATT or the IMF, or even of the OEEC group as 
a whole. Correspondingly stronger commitments in the monetary 
and financial fields will be necessary to ensure a coordination of 
the members’ internal policies sufficient to preserve long run equi- 
librium in their balances of payments without resort to trade and 
exchange restrictions outlawed by the Rome Treaty. 

Thirdly, a further evolution of the Community’s monetary 
institutions may possibly be called for, in the long run, if the 
success of the economic integration measures already accepted 
encourages further progress toward political, as well as economic, 
integration among the six countries of the Community. The insti- 
tutional framework to be adopted in the early stages of the Com- 
munity’s life should be flexible enough to facilitate, rather than 
hamper, such an evolution. On the other hand, the tasks already 
assigned to the Community’s authorities by the Treaty of Rome 
are so vast and formidable as to deserve their full attention and 
energies in the immediate years ahead. The most elementary wis- 
dom and caution will warn them against any premature injection 
of controversial and divisive issues relating to hypothetical hopes 
and far-distant blueprints upon which there does not exist at present 
a sufficient basis for agreement among the participating countries. 

The suggestions outlined below should be read in this light. 
Some of them may be immediately relevant and applicable, while 
others could only be negotiated and implemented if a protracted 
period of successful experimentation with less ambitious aims and 
techniques of integration induces the six countries to press further 
ahead the gradual merging of their separate administrative and 
political powers and responsibilities for monetary management. 
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Monetary Integration through the Disciplines of the Market 


Proponents and adversaries of economic integration generally 
agree on one point: a real integration presupposes the acceptance 
by member countries of substantial surrenders of national sover- 
eignty. Incontrovertible as it is, this observation also suggests a 
totally misleading interpretation of the political options actually 
available to the national authorities of a country. National sovere- 
ignty is always subject to stringent limitations, resulting from 
economic imperatives and independent of any integration agree- 
ments or international commitments. One of these imperatives, of 
particular relevance to the issues to be discussed presently, is the 
unavoidability of overall balance in a country’s external. transac- 
tions. Deficits in current account must necessarily be balanced by 
capital imports, and surpluses on current account by capital exports, 
regardless of the national policies pursued. 

The national authorities of a deficit country cannot therefore 
escape the following alternatives. First of all, they may be able 
to finance these deficits by drawing down international assets pre- 
viously accumulated by the country, but only to the extent that 
such assets exist and — in the case of private assets — only insofar 
as their liquidation can be effectively controlled or influenced by 
the national authorities. Alternatively, they may be able to finance 
the deficits through the importation of foreign capital, but only 
within the limits resulting from the foreign lenders’ willingness to 
lend and from the acceptability of the conditions, financial and 
political, attached by them to these operations. The maximum size 
of the current deficits will thus be unavoidably limited by the 
maximum size of these feasible capital imports and liquidation of 
assets. Beyond this, the national authorities will have no choice 
but to reduce the deficits to the level of available finance. In the 
absence of any international commitments’ three methods — and 
three methods only — will be open to them. The first will be to 
modify their international monetary policy — in the broadest accep- 
tion of this term — in such a way as to adjust the country’s overall 
demand for goods and services to its productive capacity plus the 
excess imports whose financing can be assured by the means out- 
lined above. This may not suffice to restore external equilibrium 
at high levels of employment and economic activity if the relation 
of internal costs to costs abroad is such as to dampen export demand 
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and stimulate an excessive demand for imports. The readjustment 
of cost disparities would require in this case either a reduction of 
internal cost elements — especially wages — or, more probably, 
a lowering of exchange rates. This may be avoided, however, at 
least temporarily, through export subsidies, increases in import 
duties, or quantitative trade and exchange restrictions. 

International agreements will usually involve some sacrifice of 
sovereignty with respect to the use of subsidies, of tariff and other 
restrictions, and possibly of exchange rate readjustments. On the 
other hand, they will also guarantee the country against the shocks 
to its economy resulting from the resort to similar techniques by 
its trading partners. They may also enlarge the scope of available 
external financing through official credits, mutual aid, or merely 
the stimulation given to private capital imports by the guarantees 
provided against exchange restrictions or devaluation. The limited 
sacrifices of sovereignty involved in integration agreements may 
therefore be offset, or far more than offset, by the opportunities 
which they offer to protect the country’s export markets and to 
attract additional capital to finance temporary, or desirable, deficits 
on current account. 

This is all the more true as the internal policy readjustments 
which may be required for the implementation of the country’s 
commitments to trade liberalization and exchange rate stability 
are in any case economically desirable and even unavoidable in the 
long run. Trade and exchange restrictions, and even exchange 
devaluation, offer only a temporary escape from the economic 
imperatives to which any country is subjected, irrespective of its 
legal international commitments. Restrictions may be used to adjust 
a country’s import level to its export proceeds, but persistent infla- 
tionary policies would reduce the latter to a mere trickle in the 
end, because of their impact upon the country’s internal prices and 
production costs. Devaluation would become inescapable at some 
point to restore an export level sufficient to finance even the most 
essential import needs, But again the internal prices increases and 
external currency depreciation brought about by a failure to read- 
just internal inflationary policies would inevitably lead in the end 
to a total monetary collapse (41). 


(41) I cannot resist the temptation to quote here the following lines from a comedy 
of Jacques Deval: “ Qui croit fuir son destin est seulement attaché 4 une corde plus longue... 
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One of the main effects of the trade and exchange commit- 
ments explicitly spelled out in the Rome Treaty would therefore 
be to accelerate the unavoidable impact which market disciplines 
would ultimately exercise anyway upon a deficit country’s policies. 
The gradual elimination of tariff, trade, and payments restrictions 
among members, and the adoption of a common, uniform, com- 
mercial policy toward non-members will make it impossible for a 
deficit country to resort to restrictions as a means to balance its ex- 
ternal transactions (42). Exchange rate readjustments are not entirely 
ruled out and might even be recommended at times by the Com- 
mission to overcome deep-seated maladjustments in a country’s 
balance of payments and competitive position. Yet, a repeated 
resort to exchange rate devaluation to offset the incidence of per- 
sistently inflationary policies would clearly be incompatible with 
the Treaty’s objectives, and would lead to frequent — even if 
temporary — distortions in competitive conditions, unacceptable to 
the country’s trading partners. Each Member State is committed 
to “treat its policy with regard to exchange rates as a matter of 
common interest” (Article 107) and to “pursue the economic 
policy necessary to ensure the equilibrium of its overall balance of 
payments and to maintain confidence in its currency, while ensur- 
ing a high level of employment and the stability of the level of 
prices” (Article 104). 

The final outcome of these Treaty provisions would therefore 
be to accelerate and strengthen the impact of traditional market 
forces upon internal policy readjustments for the countries in deficit. 
The surplus countries, however, are not subject to similar market 
pressures and financial limitations. They are always free to offset 
the internal expansionary impact of their surpluses by “ neutraliza- 
tion ” or “ sterilization” policies. By choosing to do so, and refus- 
ing simultaneously to finance their surpluses by capital exports, they 
may throw upon the deficit countries the whole burden of the 
internal readjustments necessary to the restoration of equilibrrum 


Mais au bout de la corde, ... nous faisons tous librement ce qu’il était fatal que nous fas- 
sions *. Countries will most often adopt “ freely” in the end the very policies which inter- 
national agreements would have “ forced” them to accept more promptly. 

(42) Although escape clauses allow a country to resort unilaterally to emergency mea- 
sures in certain cases, the Executive of the Community may impose by means of a qualified 
majority vote the modification, suspension or elimination of these measures, without the 
assent of the country concerned. 
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in the international payments pattern. This “ deflationary bias” of 
the gold standard has often been exaggerated by Keynesian econo- 
mists, and seems indeed more than compensated today by the 
“ inflationary bias ” exercized by pressure groups upon many coun- 
tries’ monetary and fiscal policies. The fact remains, however, that 
if the harmonization of the member countries’ internal policies 
— implicitly required for the observation of the explicit clauses of 
the Treaty relating to restrictions and exchange rates — were left 
entirely to the disciplines of the market, the latter could only enforce 
a downward alignment of the more inflationary, or less deflationary, 
countries upon the less inflationary, or more deflationary, ones. The 
general pace of expansion of the Community would, in this case, 
inevitably be set by the least expansionary countries. This is precisely 
the reason why the sweeping liberalization commitments of the 
Rome Treaty would have been unacceptable and unnegotiable in 
the absence of complementary provisions on mutual aid and policy 
harmonization. 


Intergovernmental Cooperation and Policy Harmonization 


The broad philosophy underlying the Treaty is that the initial 
acceptance and later implementation of its liberalization commit- 
ments are conditioned by parallel and mutual commitments to 
coordinate national policies in such a way as to preserve long run 
equilibrium in the members’ balances of payments at high levels 
of economic activity and employment and stable levels of prices. 
This philosophy is embedded in various Treaty articles, but its 
concrete implications are generally left to be worked out, in ad hoc 
fashion, by the institutional organs of the Community. 

Article 105 requires the member States to “institute for this 
purpose a collaboration between the competent services of their 
administrative departments and between their central banks... In 
order to promote the coordination of the policies of Member States 
in monetary matters to the full extent necessary to the functioning 
of the Common Market, a Monetary Committee with consultative 
status shall hereby be established with the following tasks: 


— to keep under review the monetary and financial situa- 
tion of Member States and of the Community and also the general 
payments system of Member States and to report regularly thereon 
to the Council and to the Commission; and 
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— to formulate opinions, at the request of the Council or 
of the Commission or on its own initiative, for submission to the 
said institutions ”. 


The authority and effectiveness of the Monetary Committee 
are likely to be very much enhanced by its composition, realisti- 
cally made up of high-ranking officials from both the Ministry 
of Finance and the Central Bank of each of the participating 
countries. 

Article 108 establishes the procedure to be followed when actual 
or prospective balance of payments difficulties of a Member State 
are likely to prejudice the functioning of the Treaty. The Com- 
mission must, in such cases, examine without delay the situation 
of such a State and the action taken by it. “It shall indicate the 
measures which it recommends to the State concerned to adopt. 
If the action taken by a Member State and the measures suggested 
by the Commission do not prove sufficient to overcome the dif- 
ficulties encountered or threatening, the Commission shall, after 
consulting the Monetary Committee, recommend to the Council 
the granting of special assistance and the appropriate methods 
therefor... The Council, acting by means of a qualified majority 
vote, shall grant mutual assistance; it shall issue directives or deci- 
sions laying down the conditions and particulars thereof... ”. 

Finally, if all these measures prove insufficient, “ the Commis- 
sion shall authorize the State in difficulties to take measures of 
safeguard of which the Commission shall determine the conditions 
and particulars”. Article 109 even authorizes Member States to 
take such measures “ provisionally” if a sudden crisis occurs and 
if decisions are not reached immediately with respect to mutual 
assistance (43). In either case, however, the Council may, by means 
of qualified majority vote, force the State concerned “to amend, 
suspend or abolish the measures of safeguard referred to above ”. 

These meetings and consultations may reasonably be expected 
to exercize in time a growing influence upon the necessary harmon- 
ization of member countries’ internal policies. The views or recom- 
mendations they may express in this respect, however, are in no 
way binding. Divergencies of national policies may therefore persist 


(43) Such independent action by a Member, however, can no longer be taken after the 
end of the transitional period with regard to its trade with non-member countries. 
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up tothe point where market forces themselves compel deficit 
countries to readjust their policies, as the exhaustion or near-exhaus- 
tion of their monetary reserves make it impossible for them to 
finance further balance of payments deficits. Mutual aid credits 
may postpone this day of reckoning, but such credits can only be 
granted by other Member States, subject to the agreement of the 
latter. Cases may therefore arise when mutual aid financing is 
unanimously recognized as desirable and urgent, but may be delayed 
unduly, or even blocked, by a lack of agreement about the most 
appropriate sources of such financing. This would be most likely 
to induce a recourse to the Treaty’s escape clauses, unnecessary | 
otherwise, and highly detrimental to all concerned. | 
A more effective advance planning of mutual assistance financ- 
ing would seem highly desirable from this point of view alone. It 
might also help give more weight to the Community’s recommen- 
dations for policy harmonization and facilitate the gradual accept- 
ance of presumptive criteria, agreed to in advance, and delimiting 
the respective scopes of independent national action and minimum 
harmonization requirements in the broad field of monetary and 
financial policies. Such ex ante harmonization would obviously 
be far preferable to a mere ex post harmonization adopted only 
after considerable damage has been done, and under the pressure 
of an acute crisis in member countries’ balances of payments. 
The suggestions outlined below are directed at these two pro- 
blems. Once again, however, they raise delicate issues on which 
agreement could not be reached easily without protracted studies 
and reflexion. Fortunately, the strong reserve and balance of pay- 
ments position which now characterizes all the Community coun- 
tries gives them ample time for such consideration (44). There is 
little doubt that further agreements will have to be concluded in 
the future to harmonize the monetary institutions of the Community 
and its international payments machinery with the far-reaching 
commitments already accepted by it in the field of commercial 


policy. 


(44) The monetary reserves of the six countries, as reported in International Financial 
Statistics, have risen from $3.8 billion in 1950 to $10.1 billion in 1957 and $12.6 in 1958, 
and their gold and dollar holdings have increased by $2 billion in 1958 alone, from $8.8 
billion to $10.8 billion. The six countries together have current account surpluses with the 
rest of the world, ranging from $600 million to more than §2 billion a year, in every one of 
the last six years without exception. 
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A European Community Reserve Fund 


The plan previously outlined for a European Clearing House 
or Reserve Fund would be particularly adaptable to the needs of 
the European Community. Minimum deposits with a European 
Community Reserve Fund could provide the easiest and most 
rational source of financing for mutual credit assistance without 
endangering in any way the liquidity requirements of the lending 
countries. 

If minimum deposit requirements were to be calculated on 
this basis alone, a 10 per cent level in relation to gross monetary 
reserves would endow the Community with an initial working 
fund of about $1.2 billion, ample to meet any conceivable needs 
for a considerable time to come. It would be desirable, however, 
though not essential, to foresee from the beginning gradual in- 
creases in this ratio, and this for two reasons. The first is to stream- 
line the relationships which might later be established with a 
reformed IMF or with the European Clearing House envisaged in 
the preceding sections of this paper. The Community should ideally 
participate in either or both of these two institutions as a single 
unit rather than as a separate collection of individual countries. 
International credit needs of its members should normally be 
handled and financed by the Community itself, and involve no 
transactions with either the IMF or the European Clearing House. 
The need for such transactions would arise only if the Community 
Reserve Fund ran. short of non-member currencies, or if non- 
member countries ran short of Community currencies, and if these 
disequilibria called for legitimate cushioning finance rather than 
for — or in conjunction with — corrective policies on the part 
of the countries concerned. 

Such a scheme of organization would help decentralize the 
complex negotiations involved and keep in the hands of the Com- 
munity itself the leverage necessary to promote the desired harmon- 
ization of its members’ monetary, financial and economic policies. 
Deposits with a reformed IMF or with a European Clearing House 
should thus be maintained by the Community Reserve Fund itself, 
rather than separately by each of the participating countries. The 
Community Reserve Fund would, however, have to be increased 
in such a case beyond the level mentioned above, so as enable it 
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to: maintain the required deposits with the IMF or the European 
Clearing. 

The institution of such a Fund would not entail, of itself, any 
new and spectacular step toward supranational mechanisms in the 
monetary field. Its methods of operation could be substantially 
similar to those suggested above for a wider OEEC Clearing House, 
except insofar as the Rome Treaty already provides that mutual 
assistance may be granted by a qualified majority vote of the Council. 

Yet, it would be desirable to organize the Fund in such a way 
as to facilitate some later and gradual shifts of authority and res- 
ponsibility, in the monetary field, from national institutions to 
Community institutions. 

The experience gained in the initial years of operation of the 
Monetary Committee in the early detection and readjustment of 
excessive inflationary or deflationary tendencies in the economy of 
member countries could, for instance, lead to the definition of 
presumptive criteria, or danger signals, justifying a stronger inter- 
vention of the*Community to elicit more rapidly the necessary 
corrective measures and attempt to forestall ex ante, rather than 
cure ex post, foreseeable crises in member countries’ balances of 
payments. It is doubtful indeed whether the Treaty could, in the 
end, stand the strain of frequently recurring crises of this sort. 

The criteria adopted might be based, for instance, on the 
amplitude and persistency of changes in employment, economic 
activity, bank credit, public debt, money supply, prices, monetary 
reserves, etc. They might initially serve merely to bring automati- 
cally into motion a special scrutiny, by the consultative organs of 
the Community, of the policies followed and of the need for action 
either by the country itself, or the Community, or both. In the 
course of time, closer integration might be institutionalized through 
the adoption of similar criteria as ceilings on independent national 
decisions. National central banks might, for instance, agree to some 
presumptive annual ceiling on the growth of their internal credit 
assets in general, or of some special categories of such assets regarded 
as particularly open to abuses. Transactions beyond the agreed 
ceilings might have to be specifically approved by the Commission 
or the Council, acting upon the recommendations of the Monetary 
Committee. 

The provisions discussed so far all refer to a “ downward” 
harmonization of national “inflationary” policies. An attempt 
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should be made to build up similar safeguards against national 
“ deflationary ” policies, affecting unfavourably the balance of pay- 
ments of other members and slowing down unnecessarily their 
own rate of expansion, The minimum deposit requirements of 
members with the Reserve Fund might be raised upon that portion 
of their monetary reserves which exceeds some pre-agreed bench- 
mark corresponding to “normal” reserve requirements. Deposits 
widely in excess of such requirements might be subject to funding 
into medium or long term securities. Provisions might also be 
made, in such cases, for a levelling down of discount or interest 
rates in order to encourage desirable credit expansion. Simultaneous 
increases in abnormally high reserve levels and budgetary surpluses 
might even ultimately justify directives to the member concerned 
to either lower taxes, or increase expenditures, etc. 

These two issues — i.e. the control of “ inflationary ” or “ de- 
flationary ” national policies — inevitably raise the problem of 
defining the desired level of policy harmonization with respect to 
which these “ undesirable ” developments can be characterized and 
measured. Possible divergencies of views among member countries 
in this respect will necessarily have to be arbitrated here in the 
light of the development of the balance of payments of the Com- 
munity as a whole with the rest of the world. 

The huge balance of payments surpluses and reserve accumula- 
tion of the Community in recent years should make possible the 
resumption of a relatively fast pace of expansion, together with 
liberal external trading policies and with a substantial level of 
capital exports toward the underdeveloped countries, particularly 
in Europe and its associated monetary areas. 

The opposite situation, however, should also be envisaged. 
Balance of payments deficits with the rest of the world might 
possibly develop at a later stage as a result of restrictive policies 
abroad, or of a faster rate of financial expansion in the Community 
than in the rest of the world. Joint decisions on the part of mem- 
bers would be necessary in this event in order to strengthen their 
position in international negotiations aimed either at reversing such 
trends abroad or at obtaining cushioning finance for temporary 
deficits. They would be even more necessary if the failure of such 
efforts forced the Community to choose between a slowdown of 
its own rates of expansion, or a modification of its currencies’ 
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parities, or a tightening of its joint tariff, trade and exchange 
restrictions toward non-members. 

Such are the considerations that will have to determine in the 
end the average expansion pace and monetary policies of the Com- 
munity, and influence its ability and willingness to grant mutual 
aid to individual members in difficulty. They are also likely to 
impose gradually upon its members a more effective machinery for 
the adoption and implementation of such joint policies than is now 
contemplated or than is either necessary or possible in the immediate 
future. A European Community Reserve Fund could become a 
powerful instrument to bring about the fuller integration of mo- 
netary policies that will ultimately be required by the formation 
of a single trading area, free of internal barriers, and by the con- 
duct of a uniform commercial policy with respect to the external 
relations of the Community. 


Monetary Unification? 


An eventual merger of members’ national currencies into a 
single Community currency can only be regarded as highly hypo- 
thetical at this stage, and should in any case be envisaged only as 
the ultimate step of a monetary integration process. It must be 
emphasized that its desirability as well as its difficulties are essen- 
tially political rather than economic. Economically, indeed, a full 
currency merger would differ very little from a system of free and 
stable exchange rates among the national currencies of the partici- 
pating countries. The discipline and limitations which it would 
impose upon national policies would be practically identical in both 
cases. If anything, full currency unity would make this discipline 
less, rather than more, stringent because it would stimulate an even 
larger flow of cushioning capital movements to finance temporary 
disequilibria. The reason for this revolves, in turn, on the one 
major difference between the two systems. National commitments 
to exchange rate stability may always be reviewed and revoked, at 
a later stage, by the national authorities. Even an international 
agreement might be modified by common consent or broken by a 
country in difficulties. A currency merger, on the other hand, 
would be very nearly irrevocable and irreversible in practice. This 
irreversibility constitutes a strong argument against a premature 
merger. It would probably be unwise to close the door as fully 
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and definitely to exchange rate readjustments until the impact of 
the Rome Treaty’s commitments to trade liberalization has been 
absorbed and until experience has demonstrated the feasibility and 
success of the coordination of internal monetary and financial 
policies throughout the territory of the Community. 

We have already discussed above most of the institutional 
reforms through which such coordination should gradually be 
implemented and consolidated in any case, irrespective of the final 
step toward currency unity. This final step itself, if not undertaken 
prematurely, would not raise any great difficulties. Three types 
of measures would help smooth out the transition. 

The first would be to authorize and encourage the use of the 
European unit of account (45) in all international, and even national, 
capital transactions throughout the Community’s territory. This 
would contribute to the revival of the capital markets still paralyzed 
or handicapped today by fears of exchange rate instability. 

The second step would be the adoption by all member coun- 
tries of new basic national monetary units identical in value to the 
European unit of account. Each currency would still retain at this 
stage its own separate entity and be issued and redeemed by its 
own national central bank. Since all six currencies would now be 
equivalent in value, however, they could easily circulate at par 
throughout the area of the Community and be accepted in pay- 
ments outside the issuing country’s borders. Foreign notes returned 
by traders to the central bank of the country in which they had 
been received in payment would be redeemed by the issuing bank, 
the settlement being immediately effected through respective credits 
and debits of the clearing accounts of the two central banks con- 
cerned with the Community Reserve Fund. This intercirculation 
privilege would bear a close resemblance to the old Latin Union 
which similarly ensured for many years before the first world war 
the intercirculation of silver coins whose metallic value diverged 
substantially from their nominal value (46). Any subsequent ex- 


(45) See above p. 178 and footnote. 

(46) This historical precedent would suggest the adoption of national units — and of 
a European unit — equal to one fifth of the present gold content of the U.S. dollar. This 
would restore the traditional relationship of most continental countries to the U.S. dollar, 
such as was preserved throughout the nineteenth century on the basis of the famous “ ger- 
minal” franc. If, as now appears likely, the currencies of the Six are finally stabilized on 
the basis of their present exchange rates, the proposed new unit would be exchanged practi- 
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change rate readjustment would inevitably deprive the currency 
concerned from the intercirculation privilege. This would act as a 
powerful deterrent to such readjustments and reinforce exchange 
rate stability as an important goal of economic policy for the six 
countries of the Community. 

The final stage of monetary unification would then merely 
require the nominal transfer of the outstanding assets and liabilities 
of the national central banks to a joint European Monetary Author- 
ity. This need not involve any radical alteration in the central 
banking. structure of the Community if all the institutional prere- 
quisites mentioned earlier in this paper had been previously ful- 
filled. The European Monetary Authority could be organized on 
a largely decentralized basis, retaining the individuality of the 
present national central banks as operating institutions for the 
system, just as the twelve Federal Reserve Banks of the United 
States carry out in practice all the transactions of the Federal 
Reserve System. Each national bank would continue to manage 
its own monetary and credit operations within agreed statutory 
limits, and under the general supervision of the European Monetary 
Authority. The statutory rules to be adopted would probably 
include the setting up of national credit ceilings, to be exceeded 
only with the approval of the European Monetary Authority, of 
minimum reserve ratios, and other regulatory techniques inspired 
from present central banking legislations in the Community and 
abroad, and from the experience acquired by the European Com- 
munity Reserve Fund and the Monetary Committee. 

An equitable distribution of the burden associated with the 
maintenance of adequate reserve levels of gold and foreign exchange 
by the Community as a whole would probably require that each 
national bank observe some minimum prescriptions with regard to 
such holdings. These might be met at the outset through the nego- 
tiation of initial, interest-bearing, stabilization loans, at long or 
medium term, by the low reserve countries, either abroad or with 
the high reserve countries. Later reserve deficiencies could be met 
by special advances or investments of the Community Reserve Fund, 


cally at par for the new “ heavy ” French franc, at one to ten for Belgian and Luxemburgese 
francs, at one to 125 for Italian lire, at one to 0.84 for German marks, and at one to 
0.76 for Dutch guilders. 





ce ca A NN, AN A NO i 


Tomorrow’s Convertibility: Aims and Means of International Monetary Policy 197 


or by open market transactions in approved securities among the 
participating banks. 

The reader will note that many of the substantive aspects of 
such a reform would already have been put into operation by the 
Monetary Committee and the Community Reserve Fund, if the 
institutional prerequisites to monetary unification had been pre- 
viously fulfilled. This confirms the view, expressed above, that the 
real significance of monetary unification is political far more than 
economic. The fundamental problems which should be raised 


before such a spectacular decision becomes either desirable or pos- 
sible are: 


1) The acceptance of such an irreversible step toward mo- 
netary unification as a political goal, dramatizing and consolidating 
the will of the Six to achieve a full merger of their national eco- 
nomic sovereignties; 


2) The development of a sufficient degree of confidence in 
the feasibility of this objective, on the basis of a protracted expe- 
rience with a de facto harmonization of national policies, the suc- 
cess of which would have been demonstrated by the full observation 
of the members’ liberalization commitments together with the main- 
tenance of exchange rate stability among their separate currencies; 


3) The institutionalization of the anonymous market “ disci- 
pline” involved in this de facto harmonization, through adminis- 
trative rules and procedures, agreed to among members, particularly 
with reference to the monetization of internal credits by the bank- 
ing system. 

Monetary unification must be conceived therefore as the crown- 
ing step of the Six countries’ integration policies. It should guide 
and inspire such policies, but its premature adoption would involve 
enormaus risks of setbacks which might be fatal to its consolida- 
tion and ultimate success. 


Vil. Summary and Conclusions 


1. The European convertibility decisions of last December 
mark an important step forward on the long road from the inter- 
national monetary chaos of the last decades toward a new interna- 
tional monetary order. Of and by themselves, however, they merely 
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return the world to the unorganized and nationalistic gold exchange 
standard of the late 1920’s. The utter irrationality of such a system, 
and its extreme vulnerability to unfavourable developments in the 
few “ key currency ” countries on which it rests, were unanimously 
denounced by all economists at that time, and the wisdom of these 
warnings was quickly and catastrophically demonstrated by the 
collapse of the gold exchange standard a few years later, in 1931. 

Inadequate gold supplies are supplemented, in such a system, 
by a growing accumulation of national key currencies as interna- 
tional reserves. Such accumulation inevitably centers on the“ safest” 
currencies of major creditor countries and results in “ unrequited ” 
capital imports by them. The very countries that should lend to 
the others are thus unwittingly borrowing short term capital from 
them. These capital movements do not, by themselves, relieve the 
gold shortage, but merely disguise it as a shortage of the key cur- 
rencies in question. In order to contribute to the needed expansion 
of world liquidity, they must stimulate additional matching capital 
exports by the key currency countries, or a contraction of their 
surpluses on current account. Either of these reactions, however, 
cannot but lead to a progressive and persistent deterioration in their 
net reserve position up to the point where their currency no longer 
appears as the “ safest” for reserve investment by other countries. 
The consequent slowdown, cessation, or reversal of the accumula- 
tion of key currencies as world reserves then brings back to the 
fore the underlying gold shortage problem and imposes at the same 
time difficult balance of payments readjustments upon the center 
countries of the system. Internal deflation, currency devaluation, 
or trade and exchange restrictions will be the main choices open to 
them, will tend to spread from the center countries to the rest of 
the world, and may be further aggravated by speculative capital 
movements culminating in a financial panic 4 la 1931, or/and a 
relapse into bilateralism. 

The recent deterioration of the United States balance of pay- 
ments, the persistent weakness of the dollar on the exchange mark- 
ets, the huge gold losses of 1958 and the re-awakening of protec- 
tionist forces in the Administration and the Congress would fit this 
analysis. Heed should be paid to these ominous portents of future 
trouble before the crisis is upon us. 


2. The internationalization of foreign exchange reserves under 
the aegis of the International Monetary Fund has been advocated 
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above as the most logical solution of this problem. It would facil- 
itate the adjustment of the Fund’s lending operations to the legiti- 
mate liquidity requirements of an expanding world economy, and 
help stabilize the world monetary system against the vicissitudes of 
national monetary management in the present key currency coun- 
tries. Concrete measures have been proposed to safeguard such a 
truly international gold exchange standard against the inflationary 
bias which caused the rejection, fifteen years ago, of the broadly 
similar proposals of John Maynard Keynes. 


3. A workable and viable system of international monetary 
convertibility will also depend, tomorrow as it did yesterday, on 
an ample provision of cushioning capital to finance temporary 
disequilibria, and on the correlative acceptance and implementation 
of a coordination of internal financial policies sufficient to preserve 
long run equilibrium in each country’s overall balance of payments. 
The internationalization of foreign exchange reserves would help 
provide this financing and give the International Monetary Fund 
the necessary leverage to promote such harmonization. 


4. Convertibility cannot be meaningfully defined for policy 
purposes, except as a relative concept whose ultimate culmination 
would imply the total surrender of national sovereignty by member 
countries over all forms of trade and payments restrictions, and 
even over exchange rates. Such surrenders are utterly inconceivable 
today in favor of a mere nineteenth century Jaissez faire, uncon- 
cerned with national levels of employment and economic activity. 
The negotiation and implementation of negative convertibility com- 
mitments are inseparable from the parallel negotiation and imple- 
mentation of positive integration commitments among the countries 
concerned. National policy instruments cannot be thrown away. 
They can only be traded against international, or supranational 
policy instruments adequate to serve the broad objectives of eco- 
nomic policy in the modern world. 


5- The political, administrative, and psychological obstacles 
to full integration dictate a flexible approach to the problem of 
convertibility itself. Every opportunity for negotiable and workable 
agreements should be exploited as fully as possible, both on the 
world-wide level and on the regional levels. The potentialities of 
these latter forms of integration have been convincingly demon- 
strated by the success of OEEC cooperation since the war, by the 
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recent setting up of the European Economic Community, by the 
continuing endeavors to establish a European Free Trade Area or 
Economic Association, and by similar proposals for regional inte- 
gration in other parts of the world (47). Closer regional agreements 
of this type can usefully supplement and support the looser agree- 
ments attainable on a world-wide level, and pave the way, under 
favorable conditions, to a complete merger of economic sovereignty 
among the participating countries. The last sections of this paper 
summarize the main features of the present European Monetary 
Agreement and suggest that it be strengthened and consolidated 
into a European Clearing Union or Reserve Fund, in order to 
provide a viable monetary and payments framework for the exten- 
sive trade commitments of a European Economic Association and 
of the European Economic Community. Such a Fund might, in 
the latter context, evolve gradually into a Federal Monetary Author- 
ity and provide the institutional machinery required for an eventual 
merger of the Six countries’ national currencies. 


Yale University Rosert TRIFFIN 


(47) The feasibility of such integration agreements outside Western Europe, and the 
adjustment of their aims and techniques to very different economic conditions, could not be 
discussed in this study. The reader may find a few introductory remarks to the problem in 
a paper of mine on “Latin America in World Trade and Payments” reproduced in the 
Proceedings of the Fifth Meeting of Technicians of Central Banks of the American Continent, 
Bogota (Colombia), 1957. 
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New York as an International 
Money Market 


New York holds today a position in international finance of 
undisputed prominence among the major cities of the United States 
and shares with London the leadership among world centers *. This 
has been for New York a comparatively recent development in the 
course of this century. It has been brought about by the shift in 
the position of the United States from debtor to creditor country 
as a result of the First World War, and has been strengthened 
by the emergence of the United States as the world reservoir of 
economic resources during and after the Second World War. 

The rise of New York from local to world leadership might 
not have been possible without the impulse given by the Federal 
Reserve System. In fact, the promotion of New York as an inter- 
national money market was one of the earlier objectives set forth 
by the System, after it became established in 1914. The growth 
of New York may be directly associated with actions taken by 
Federal Reserve authorities during the twenties in promoting 
acceptance practices and the establishment of foreign branches and 
foreign subsidiaries by metropolitan banks, in opening placement 
and investment opportunities for reserve funds of foreign banks, 
and in developing a close and effective cooperation between the 
Federal Reserve Bank of New York and the central banks 


* Selected Essays on Contemporary Aspects of New York as an International Money 
Market: 

Hoimes, A. R., The New York Foreign Exchange Market, Federal Reserve Bank of 
New York, 1959; “International Gold and Dollar Flows”, in Federal Reserve Bulletin, 
March 1959, Annual Review; Tamacna, F. M., and Wits, P. W., “ United States Banking 
Organization Abroad”, in Federal Reserve Bulletin, December 1956; Tamacna, F. M., and 
So1omon, R., “ Bankers’ Acceptance Financing in the United States”, in Federal Reserve 
Bulletin, May 1955; Tamacna, F. M., and Axmrop, S., “ United States Banks and Foreign 
Trade Financing”, in Federal Reserve Bulletin, April 1955; Kreps, C.H. Jr., “ Bankers’ 
Acceptances ”, in Money Market Essays, Federal Reserve Bank of New York, March 1952. 
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throughout the world. These actions, and the general monetary 
and credit policy of the System, contributed to enhancing the 
prestige of the dollar, not only as the currency of the United 
States, but also as the unit of account and settlement in interna- 
tional transactions. 

This process took place gradually and not without relapses. 
It may be interesting to note that a fundamental study on “ The 
New York Money Market”, published in 1931 under the auspices 
of Columbia University, made only incidental references to the 
international activities of New York institutions. Interest in foreign 
business by the metropolitan banks, after rising to a high point in 
the twenties, entered a declining phase in the thirties, a decade 
marked by world depression and impediments to trade, and reached 
its low point during the Second World War and in the immediate 
post-war years. With the gradual restoration of the economies of 
the world and the relaxation of restrictions, the New York banks 
have been taking in recent years a new interest in the scope of 
their international business. This trend has again found support 
from the authorities of the System, which in early 1957 revised the 
rules concerning foreign subsidiaries of United States banks to 
permit more flexible forms of operations in accordance with the 
new role of the United States in world trade and finance. 


The Structure of the market 


A money market may be defined as a combination of institu- 
tions and practices facilitating the flow and placement of short and 
medium term funds for production, trade, and financial transac- 
tions. This definition is intended to distinguish a money market 
from a capital market, whose function is to channel savings to 
investment through specialized institutions and the distribution of 
equity and long term credit instruments. An international money 
market is characterized by the fact that its funds originate in, or 
are directed to foreign countries, and that its institutions act as 
intermediaries between domestic and foreign residents, or among 
residents of foreign countries, or for international organizations. 

An international money market may therefore be examined 
from five points of view, namely: 





New York as an International Money Market 203 


1. The institutional organization, from the point of view of 
the administrative facilities developed by the institutions and the 
legal framework within which they conduct their foreign ope- 
rations. 


2. The banking institutions, acting as custodians and len- 
ders of funds — including official and private, domestic and foreign 
banks, operating through branches, subsidiaries and correspondents, 
and providing the connecting links between the United States and 
the rest of the world. 


3. The depository facilities, including those related to the 
custody of foreign monetary reserves, to the holdings of balances 
for commercial banking and nonbanking interests, and to the place- 
ment of foreign funds in assets consistent with the requirements 


of foreign holders. 


4. The provision of credit, whether to foreign monetary 
authorities, bankers, or others, for meeting general or specific needs 
related to balance of payments, trade and finance, or to the main- 
tenance of stable monetary conditions in foreign countries. 


5. The intermediary facilities, including services of non- 
banking specialists, such as dealers and brokers in acceptances and 
exchange, facilitating the placement of funds and settlement of 
international transactions. 


The description that follows, of the organization and functions 
of the New York market, is intended to set forth the processes, 


extent and limitations of the role which its various parts perform 
in the international field. 


The Institutional Organization 


The international character of the New York market derives 
from the concentration of large and important domestic and foreign 
banks, conducting transactions between the United States and the 
rest of the world, or among foreign countries, or related to inter- 
national organizations. | 

The New York banks conduct foreign or international business 
either directly : 


(a) through the foreign departments of their organization 
in the United States; and 


(b) through their branches and representative offices abroad; 
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or indirectly: 


(c) through specialized subsidiary institutions chartered in 
the United States and operating in the United States or abroad; 


(d) through institutions chartered in foreign countries and 
affiliated with their subsidiary institutions; and 


(e) through correspondent banks in foreign countries. 


A bank’s choice among these various facilities depends upon 
relative advantages in terms of its own internal organization, the 
type of business it conducts, and the conditions in countries in 
which it operates. United States banks are chartered either by the 
Federal Government (national banks) or by State governments 
(state banks); all national banks must, and state banks may, be 
members of the Federal Reserve System. With respect to the 
activities of foreign branches, national banks are subject to super- 
vision by the Comptroller of the Currency (an official of the Depart- 
ment of the Treasury), while state member banks are subject to 
supervision by Federal Reserve authorities. Moreover, all member 
banks (national or state) are subject to the jurisdiction of the Board 
of Governors of the Federal Reserve System with respect to the 
establishment of branches abroad and to the participation in sub- 
sidiary corporations engaged in foreign banking or foreign financ- 
ing activities. 

The foreign department of a United States bank conducts 
general banking business (i.e., accepting deposits, extending credit, 
and providing exchange facilities) in the United States on behalf 
of banks and customers abroad, and provides facilities related to 
foreign transactions for customers and other banks in the United 
States. The foreign department is the channel through which the 
domestic departments of the bank conduct foreign operations, and 
its branches abroad conduct operations in the United States, as may 
be related to their principal activities. Liaison between the depart- 
ment and foreign branches, correspondents and customers is main- 
tained by divisional representatives. These officers are assigned to 
particular geographic districts, including districts in the United 
States, and their function is to visit periodically their area and to 
develop banking, business and other contacts conducive to an 
expanded volume of foreign business for the department. 

The foreign department of a large metropolitan bank may in 
size and diversity of operations be compared with any other depart- 
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ment of the bank. Foreign departments of other banks are more 
limited in size and specialized in operations, and smaller banks 
conduct their occasional foreign transactions through the interme- 
diary of a correspondent metropolitan bank. By and large, how- 
ever, the foreign departments of United States banks have remained 
subordinate in importance to the domestic departments, whose 
interests dominate the policies of the institutions. This is a reflec- 
tion of the more limited scope that foreign trade and foreign 
finance have traditionally played in the United States, as compared 
with the more important role of these activities in other countries. 

Although the tradition of banking in the United States is a 
local one, and branch banking domestically has always been subject 
to the limitations established by state legislation, there has been a 
marked tendency on the part of metropolitan banks to conduct 
their business in foreign countries through direct branches or sub- 
sidiaries. Direct branches — as integral part of the banks — have 
certain advantages over subsidiaries in name, administration and 
size of operations; on the other hand, they are subject to the more 
restrictive of the regulations applied by either the United States 
authorities or the authorities of the countries where they operate. 
In 1955 the Board of Governors of the Federal Reserve System 
proposed to Congress that foreign branches of United States banks 
be permitted to conduct certain operations which are usual in the 
foreign country of their location, even though not provided for 
under United States laws, but such proposal failed to attain legis- 
lative approval. Because of the double limitation imposed on bran- 
ches, and the greater flexibility allowed to subsidiary corporations, 
in the past few years United States banks have manifested a renewed 
interest in the subsidiary type of organization. 

Since 1933 United States banks have not been permitted to 
hold stocks in domestic banking or nonbanking corporations, the 
sole and minor exceptions being related to preexisting relationships 
or to corporations set up for purposes directly related and incidental 
to the banks’ internal administration. In the foreign field, however, 
United States banks have been permitted since 1916 to establish and 
participate in state-chartered corporations, and since 1919 in Federal 
corporations chartered by the Board of Governors of the Federal 
Reserve System, for the purpose of conducting activities abroad 
separately from their activities in the United States. The participa- 
tion of member banks in state-chartered corporations (the so-called 
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“ Agreement corporations ”) and the activities of Federally-chartered 
corporations (the so-called “Edge Act corporations”) are subject 
to the provisions of the Federal Reserve Act and regulated by the 
Board of Governors. 

The regulations issued by the Board, as revised last in 1957, 
provide for a clear demarcation between deposit banking operations, 
reserved to “foreign banking corporations”, and other financing 
activities, permitted only to “ foreign financing corporations ”. This 
distinction is in accordance with American banking principles and 
with the provisions of the United States legislation of 1933, separat- 
ing commercial banking from investment banking. Under the 
Board regulations, a banking corporation may conduct deposit 
business and accept drafts or bills of exchange, and may also invest 
in stock of other corporations similarly engaged in foreign banking. 
On the other hand, a foreign financing corporation may finance 
itself by the issuance of securities and make investments in other 
foreign corporations, but is precluded from engaging in banking 
business. Neither a foreign banking nor a foreign financing cor- 
poration may conduct directly or indirectly business of a domestic 
nature within the United States. In accordance with these provi- 
sions, some among the larger banks of the United States have 
established subsidiaries doing foreign banking or financing business 
in New York and overseas. In turn, some of these first-line sub- 
sidiaries hold interests in other banking institutions, organized 
under foreign laws and operating outside the United States. 

Some of the New York banks more actively interested in 
international activities maintain resident representative offices in 
foreign cities. These offices do not conduct banking business, such 
as accepting deposits and extending loans, but are helpful in esta- 
blishing relations with the local banking and business commun- 
ities, obtaining local information and assisting American customers 
interested in local business. Representatives channel business and 
transactions, which they may succeed in attracting, through cor- 
respondent banks and to the head office of their own institution. 

Operations through correspondent banks are the traditional way 
by which banks in the United States conduct business in areas 
outside their principal location. All banks engaged in foreign 
business maintain correspondents in the principal foreign cities, 
either to extend their services or to obtain business in areas where 
they do not maintain banking or representative offices, or to com- 
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plement the activities of these offices and establish closer ties in 
the foreign market. 

In a reciprocal way, foreign banks generally have correspon- 
dent relationships with banks in New York, and a number of 
important foreign banks maintain representative offices in the city. 
Several foreign banks, from different countries and of varying 
importance, also operate in New York through agencies and sub- 
sidiaries. Under the New York State Banking Law, branches may 
not be established in New York by any bank organized in any 
other state (of the United States) or foreign country; agencies, 
however, may be established by foreign banks. An important 
limitation on foreign agencies is the prohibition to accept deposits 
within the state. However, agencies may, under certain conditions, 
carry balances for accounts of others and have, in fact, made use 
of this power to carry out limited depository functions in New 
York. 

Foreign banks may also establish and hold stock in subsidiaries 
organized as New York investment corporations, which may main- 
tain offices in the state and conduct foreign banking business. Like 
the agencies, these may conduct banking business by borrowing 
and lending money, and by accepting foreign deposits, and may 
hold balances (but not deposits) for residents within the state. They 
enjoy otherwise special powers, including the power to invest within 
limits in domestic or foreign corporations. 


The Banking Institutions 


A group of eight metropolitan banks, each with capital accounts 
ranging from $135 to over $700 millions and total resources between 
$2 and over $8 billion, dominate the international money market 
of New York, as shown in Table 1 (A). Seven of these institutions 
are incorporated under New York State charter, and only one is 
incorporated under National charter. With the exception of one 
bank, all maintain international organizations comprising specialized 
subsidiaries and- or overseas offices. In the domestic and interna- 
tional fields, The Chase Manhattan Bank and The First National 
City Bank of New York are about equal in size of resources and 
organization and lead all other banks in the group by wide margins. 
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INTERNATIONAL BANKING IN NEW YORK METR 























Capital Total 
—— | Accounts | Resources ir oreign } Representative 
Institutions = —| Offices | Branches in: Gthces ia: 
(end of 1958, in 
millions of dollars) 
A. Metropolitan Banks (Incor- | | 
porated) | 
1. The Chase Manhattan 672 8,402 25 | Canal Zone, Cuba, En- | Argentina, India, 
Bank, N.Y. gland, France, Germany, Italy, Mexico, Ve- 
Japan, Lebanon, Panama, | nezuela 
Puerto Rico | 


2. The First National City 707 8,056 75 | Argentina, Brazil, Canal Germany 
Bank of New York Zone, Chile, Colombia, 

Cuba, Egypt, England, 

France, Hongkong, India, 

Japan, Lebanon, Malaya, 

Mexico, Panama, Para- 

guay, Peru, Philippines, 

Puerto Rico, Saudi Arabia, 

Singapore, Uruguay, Vene- 

















zuela 
3. The Morgan-Guaranty | 505 4,306 | 3 | Belgium, England, France 
Trust Co., New York | 
4. The Manufacturers 293 3,480 4 | England, Japan, 
Trust Co., New York | | Italy, Germany 
| 5. The Chemical Corn Ex- | 32! 35494 | 
change Bank, New York | 
6. The Bankers Trust Co., | 263 3179 1 | England 
New York | 
| 
| 
| 7. The Hanover Bank, | 173 1,958 | 2 | England 
| New York 
| 8. The Irving Trust Com- 135 } 2,070 | 
pany, New York 
B. Metropolitan Banks (Pri- | | 
vate) | 
1. Brown Brothers Harri- | 24 | 261 


man and Co. 
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METRQ|POLITAN BANKS AND FOREIGN SUBSIDIARIES 
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Ownership in Other 
Subsidiaries 


Owns stock of: 
The Chase Manhattan Bank 
(S.A.) Ltd. 

Owns stock of: 
Union Provinciale Immobiliére, 
Paris 
The Chase Manhattan Executor 
and Trustee Corporation 
Arcturus Investment and Deve- 


| lopment Ltd. 





ave Primary Subsidiary 
b: 
‘ 
India, Chase Manhattan Overseas | 
. Ve. Corporation 
Chase International Invest- 
ment Corporation 
International Banking Cor- | 
poration 
; 
' 
Morgan & Cie. Incorporat- 
|ed, New York 
| Guaranty Executor and 
| Trustee Ltd. 
pan, | 
ny ' 


Chemical International Fi- 
nance Ltd. 


Bankers Company of New 
York 





Owns stock of: 


| Bank of Monrovia 


The First National City Bank of 
New York (S.A.) Ltd. 


Owns stock of: 


Bankers Trustee and Executor 
Company, Ltd. 





Nature 
of Business 


Banking 
Banking 


Financing 
Ownership of 
Bank’s Building 
Trust 


Investment 


Banking 
Banking 
Banking 


Banking 


Trust 


Financing 


Trust 


Market 


Operating in: 


South Africa 


France 
Canada, England 
Canada 
England 


Liberia 
South Africa 





France 


England 


England 
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Since the early fifties, The Chase Manhattan Bank has directed 
its interest in the foreign field to business financing, principally of 
investment and development types. Apart from minor subsidiaries, 
maintained for administrative convenience, the bank made use in 
1955 of an inactive foreign subsidiary, The Chase Bank, for esta- 
blishing a Canadian company, Arcturus Investment and Develop- 
ment Ltd., for the purpose of making investments in foreign coun- 
tries. In the same year the bank took the initiative in organizing 
with four other banks the American Overseas Finance Corporation, 
an institution specializing in credits to American exporters and 
foreign businesses of types and on terms other than normally 
extended by commercial banks; this corporation, however, was 
reorganized as American Overseas Finance Company and owner- 
ship transferred to non-banking interests in 1957. In the same year, 
The Chase Manhattan Bank reorganized an existing subsidiary, The 
Chase Bank, as a “ foreign financing corporation” under the name 
of Chase International Investment Corporation, and in 1958 it 
organized a new “ foreign banking corporation”, under the name 
of Chase Manhattan Overseas Corporation. This, in turn, initiated 
its activities by establishing a banking corporation in South Africa. 
This parallel organization of banking and financing subsidiaries is 
supported by a network of branches and representative offices main- 
tained by The Chase Manhattan Bank in fourteen countries. 

The tradition of The First National City Bank of New York 
— the only institution of this group organized under national 
charter — has long been connected with the financing of United 
States trade, principally in Latin America and Asia. The bank 
maintains nowadays offices in twenty-five countries. Since 1955 it 
has reactivated a foreign banking subsidiary, the International Bank- 
ing Corporation, to acquire the stock of the Bank of Monrovia, a 
Liberian institution previously owned by Firestone rubber interests, 
and to establish a South African banking subsidiary. 

Third place in the New York foreign market is held by The 
Morgan Guaranty Trust Company of New York, a new institution, 
which has emerged from the combination of the Morgan Bank and 
the Guaranty Trust Company. The institution maintains in opera- 
tion a Morgan subsidiary doing a general banking business in Paris, 
and three branches maintained by Guaranty in three European 
cities. The merger of these two banks has brought into existence 
an institution characterized by larger individual accounts and opera- 
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tions and a smaller foreign organization than are maintained by 
the other major banks of this group. 

Among the other banks, The Chemical Corn Exchange Bank, 
which had joined The Chase Manhattan Bank in The American 
Overseas Finance Corporation, established in 1958 its own subsi- 
diary, The Chemical International Finance Ltd.. The Manufac- 
turers Trust Company, without foreign branches or subsidiaries, 
maintains representative offices in Europe and in the Far East, 
specializing in trade financing through foreign correspondents. The 
Bankers Trust Company and The Hanover Bank maintain banking 
offices in London. Finally, The Irving Trust Company is the only 
New York bank doing a substantial volume of international busi- 
ness through its International Division and foreign correspondents 
— but without overseas offices or subsidiaries. 

Only one private New York banking company (organized as a 
partnership) plays an important role in the foreign field, Brown 
Brothers Harriman and Co. (Table 1B). Originally established in 
1825 as the New York end of a London firm, Brown, Shipley and 
Co., since 1918 it has attained independent status and it now main- 
tains branches in New York, Boston, Philadelphia and Chicago. 
This company conducts a diversified banking and investment busi- 
ness, and competes actively for foreign deposits and loans with 
other banks in the city. 

This group of metropolitan banks is joined, in the foreign 
market of New York, by the local subsidiaries of two out-of-town 
banks, the Bank of America, New York, and the First Bank of 
Boston (International), New York (Table 2). The first of the two, 
the banking subsidiary of the United States’ largest bank, the Bank 
of America N.T. and S.A., San Francisco, is developing its own 
foreign banking organization. In addition to branches in six coun- 
tries, the Bank of America, New York, has acquired nearly all the 
stock of the Banca d’America e d'Italia — one of Italy’s important 
banks and, like the San Francisco parent institution, a former 
affiliate of the Transamerica Corporation. This New York subsi- 
diary also holds participations in the Ibero-Amerika Bank, a Bre- 
men institution specializing in financing trade with Latin America, 
and in two development corporations, the Industrial Credit and 
Investment Corporation of India, Ltd., and the Pakistan Industrial 
Credit and Investment Corporation. The First Bank of Boston 
(International) does not maintain a foreign organization of its own, 
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Banking 





| Ownership 
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Total 
Resources 
(millions 


of $, 1958) 


89 


Capital | Total Foreign Branches 
| Accounts | Resources 
Institutions — a Subsidiaries 
(end of 1958, in | Num- Counninn 
millions of dollars) ber | 
| Bank of America, 5 43 6 | France, Germany, | Owns stocks of: 
° | | 
N.Y. | Guatemala, Hong- | Banca d’America ¢ 
| kong, Lebanon, | g’ftalia 
| Singapore Société Anonyme 
| Immobiliére (Paris) 
| } | 
| First Bank of Bo- _ — oa | -- 
| ston (Internatio- | 
nal), New York 
INTERNATIONAL BANKING IN NEW YORI 
| 
Total 
— | Resources | 
Institutions waite Affiliated Banks 
(millions 
| of $, 1958) | 
| ' 
J. Henry Schroder Banking Corpo- 137 Schroder Trust Company, N.Y. 
ration, N.Y. | 
French-American Banking Corpora- 155 _ 
tion, N.Y. 
| ! 
Belgian-American Banking Corpora- | 87 | Belgian-American Bank and Trust 


tion, N.Y. 





Company, N.Y. 
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nae SUBSIDIARIES OF OUT-OF-TOWN U.S. BANKS TABLE 2 
a For- | Capital Total = 

of Operat- | eign Parent Accounts Resources : . Representative 

— — eign Branches in: ati 
. . sme | ran- . 
iness ing in: gem Nstitutions (end of 1958, in | Offices Offices in: 
— - | |millions of dollars) 

| 

Bank of America 596 10,780 19 England, France, | Argentina, Bra- 
king Italy | 68 N.T. and S.A., Japan, Philippines, | zil, France, In- 

} San Francisco Thailand | dia, Italy, Le- 
ership France a | banon, Mexico, 
iilding | Switzerland, 

| Cuba, Germany 
| 
‘ot — | — | First National Bank 163 1,911 15 Argentina, Brazil, | 
ve | | of Boston Cuba 
: | } 
| | 
| 
SUBSIDIARIES OF FOREIGN BANKS TABLE 3 
nCes — . a | Areas of Operations 
ons Nationality Parent Institutions ; 
of Parent institutions 
1958) | 
| 
) if British J. Henry Schroder and Co. England 
| 
1 Baring Bros. and Co. 
1} 
French Comptoir National d’Escompte France, Australia, Belgium, India, Mada- 
Banque de |’Indochine gascar, Tunisia, Monaco, New Caledonia, 
French Oceania, South Africa 
| | 
| 
} Banque de la Société Générale de Belgique | Belgium, Germany 
| | 
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but represents the outpost in the money market of New York for 
the First National Bank of Boston and its system of branches in 
Latin America, where the bank has traditionally played an impor- 
tant role in United States trade and investments. 

Three local banking corporations are organized in New York 
as subsidiaries of foreign institutions, as shown in Table 3. The 
Belgian American Banking Corporation, a subsidiary of the Ban- 
que de la Société Générale de Belgique, holds in turn the stock 
of a local affiliate, the Belgian American Bank and Trust Com- 
pany, N.Y. The French-American Banking Corporation is owned 
by the Comptoir National d’Escompte de Paris and the Banque de 
’Indochine. Both banks participate in the international business 
of their parent institutions and serve, in effect, as their outposts in 
the New York market. J. Henry Schroder Banking Corporation, 
controlled by private interests in London, holds stock, in turn, in 
Schroder Trust Co., New York, and conducts its business along 
lines similar to those followed by British merchant bankers. 

In addition to these subsidiaries, twenty-six foreign banks ope- 
rate in New York through agencies, including six British, six 
Japanese, five Canadian and two Swiss banks; banks of seven other 
nationalities are thus represented. Finally, forty-one foreign banks 
maintain representative offices in the city, among which nine from 
the United Kingdom, six from Japan, five from Italy, four from 
the Netherlands, three from Switzerland, three from Israel, two 
from the Congo and one each from eleven other countries, includ- 
ing the representative offices of six central banks (Table 4). 

The practices of banks operating in the international field, the 
relations among themselves, and their position vis-a-vis official 
organs are the object of an informal Foreign Exchange Committee. 
This group, of ten members, includes representatives from all classes 
of banks — the large metropolitan, local private, out-of-town, and 
foreign institutions, as well as from the investment bankers’ com- 
munity with which the banks maintain close relations. This Com- 
mittee reviews problems which may be submitted by the banks and 
serves as channel of consultation with the Federal Reserve Bank 
of New York in matters pertaining to the System or to opera- 
tions of and requests from the United States Treasury. 

A special position, above all domestic and foreign institutions, 
is occupied by the Federal Reserve Bank of New York. Its activities 
are more restricted than those maintained in the international field 
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OFFICES OF FOREIGN BANKS IN NEW YORK 


TABLE 4 








Agencies 








Belgium 
Bank of Montreal | Canada 
The Bank of Nova Scotia 
The Canadian Bank of Commerce 
The Royal Bank of Canada 
The Toronto-Dominion Bank 
China 
| Colombia 
| | 
Congo 
Ecuador 
Société Générale pour Commerce France 
| et Industrie 
Indonesia 
Iran 
Israel 
Italy 


Banque de Bruxelles, S.A. 


Representative Offices 





Central Trust of China 


Banco Commercial Antioqueno 


Banque Belge d'Afrique, $.C.R.L. 


Banco Central del Ecuador 





Bank Indonesia 


Bank Melli Iran 


Bank Leumi le-Israel B.M. 
Israel Discount Bank, Ltd. 
Mercantile Bank of Israel, Ltd. 


Banca Nazionale del Lavoro 
Credito Italiano 
Banca Commerciale Italiana 
Banco di Roma 
Banco di Sicilia 
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(Cont. TaBLe 4) 





| 
Agencies 
areata rreniatertaeelimeenmneatimeniiens 
The Bank of Tokyo, Ltd. 
' The Dai-Ichi Bank, Ltd. 
The Fuji Bank Limited 
The Mitsubishi Bank, Ltd. 
The Mitsui Bank, Ltd. 
The Sumitomo Bank, Ltd. 


Banco Nacional de Mexico, S.A. 


Nederlandsche Handel-Maatschap- 
pij, N.V. 


| Fhilippine National Bank 


Banco de Ponce 


Swiss Banking Corporation 
Swiss Credit Bank 


Barclays Bank D.C.O. 

The Chartered Bank of India, 
Australia and China 

The Hongkong and Shanghai 
Banking Corporation 

The Standard Bank of South 
Africa, Limited 

| Bank of London and South 
Africa, Limited 

Thos. Cook and Son (Bankers), 
Ltd. 





Japan 


Korea 


Mexico 


| Netherlands 





Norway 


Philippines 


Poland 


Puerto Rico 


| South Africa 


Switzerland 


United 
Kingdom 


Representative Offices 








The Daiwa Bank, Ltd. 

The Industrial Bank of Japan, Ltd. 
The Nippon Kangyo Bank, Ltd. 
The Sanwa Bank, Ltd. 

The Bank of Japan 

The Tokai Bank Ltd. 


The Bank of Korea 


Hollandsche Bank Unie, N.V. 
Nationale Handelsbank, N.V. 
Amsterdamsche Bank, N.V. 
De Twentsche Bank, N.V. 


Norges Bank 


Bank Polska Kasa Opieki, Ltd. 


' Netherlands Bank of South Africa, 


Ltd. 


Commercial Bank in Zurich 
Discount Bank (Overseas), Ltd. 
Union Bank of Switzerland 


Barclays Bank, Ltd. 
Lloyds Bank, Ltd. 
Mercantile Bank, Ltd. 
Midland Bank, Ltd. 


| National Provincial Bank, Ltd. 


Bank of West Africa, Ltd. 
Westminster Bank, Ltd. 
Westminster Foreign Bank, Ltd. 
Ulster Bank, Ltd. 


| 
} 
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by other central banks, and also than those which the Bank carried 
out before the reorganization of the Federal Reserve System in the 
mid-thirties. In the twenties and early thirties the Bank exercised 
direct initiative in the international field and cooperated actively 
with foreign central banks. Among its important activities in that 
period may be noted the extension of stabilization credits to the 
Bank of England and other central banks; transactions in com- 
mercial paper in foreign markets, the opening of accounts abroad 
and the maintenance of foreign-exchange balances with other cen- 
tral banks. The Banking Act of 1933 placed all foreign and inter- 
national operation relations of the Bank under the “ special super- 
vision” of the Board of Governors, and since then any special or 
non-recurrent operations have been subject to approval by the Board. 

The Federal Reserve Bank of New York continues to play, 
nevertheless, a key role in the market as the correspondent of foreign 
central banks and the fiscal agent of the United States Treasury, 
in transactions between United States and foreign or international 
monetary authorities. The Foreign Department of the Bank, as 
part of its functions in handling foreign accounts and providing 
banking services to foreign central banks, is the organ which main- 
tains contacts with the foreign departments of banks and market 
firms. Together with the international divisions of the Research 
Department, it gathers current information, and provides advice 
for the guidance of United States governmental organs, banking 
institutions and the public in general in the conduct of their foreign 
financial activities. 


The Depository Facilities 


As the center of the dollar area, New York has become the 
depository of assets held by foreign governments and central banks 
as part of their monetary reserves, and by other financial institutions 
and business firms as part of their operating funds. These holdings 
take four forms, namely: gold; bank deposits; government secur- 
ities; and other miscellaneous assets, including bankers’ acceptances. 

There is no private market for gold in the United States, and 
all transactions are subject to licence by the United States Treasury. 
Foreign and international monetary authorities may effect gold 
transactions with the United States and among themselves, and 
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hold gold in the United States through the intermediary of the 
Federal Reserve Bank of New York. The Bank acts as agent for 
the United States Stabilization Fund, which purchases gold from, 
or sells gold to, foreign central banks, governments and interna- 
tional organizations in settlement of legitimate monetary transac- 
tions. The Bank also may hold gold, under license from the United 
States Treasury, in “earmarked” or custody accounts for foreign 
central banks, governments and international organizations. As a 
rule, gold bars are physically segregated in vault cells assigned to 
each account, and earmarked gold may be freely exported under 
the terms of the Treasury license. Finally, the Bank extends its 
facilities for transferring gold from one to another foreign account, 
under arrangements made by foreign monetary authorities through 
the International Monetary Fund or among themselves. 

These conveniences have developed the general practice that 
international gold transactions in New York are effected through 
movements out or into earmarked accounts, with only marginal 
net exports or imports of the metal. As the need for dollars caused 
large shipments of gold from the rest of the world to the United 
States in certain periods, in 1936-38 and 1946-48, the successive 
repurchases of gold by foreign countries from the United States 
resulted in growing foreign stocks of gold being held in New York, 
as shown in Chart 1. As a result, the proportion of gold held in 
New York by foreign and international authorities, as compared 
with gold in monetary stocks abroad (excluding the U.S.S.R.), has 
risen over the years, from being insignificant in the thirties to 44 
per cent at the end of 1958. In the past year, the sale of $2.3 bil- 
lion of gold from the United States stock to foreign monetary 
authorities resulted in an increase of $2.2 billion of gold under 
earmark in the Bank for foreign account. These facilities, by pro- 
viding a ready convertibility of gold into dollars, and vice versa, 
have been an important factor in attracting and holding foreign 
funds in the New York market. 

Apart from gold, the Federal Reserve Bank of New York 
— on behalf of all Federal Reserve Banks — holds dollar accounts 
for foreigners (banks and official institutions), which are part of 
the regularly reported liabilities held by banks in the United States 
for foreigners. At the end of 1958 the Bank reported foreign 
deposit liabilities in the amount of $272 million, United States 
government securities held for foreign accounts amounting to $3,695 
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UNITED STATES AND FOREIGN GOLD STOCKS 


FOREIGN GOLD EARMARKED IN NEW YORK 
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Billions of dollars, year-end figures 
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million, and miscellaneous securities aggregating $480 million (in- 
cluding $68 million of bankers’ acceptances and the balance in 
foreign and international bonds). 

It may be noted that each foreign central bank or government 
follows its own policy with respect to the distribution of its reserves 
between gold and dollar assets. Certain authorities (like those of 
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England and some other European countries) have shown a ten- 
dency to convert accruals of dollars into gold, while others (such 
as the Canadian and some Latin American central banks) have 
preferred to hold their dollar accruals in the form of deposits 
(including time deposits) or United States Government securities. 
Central banks also have been active buyers of bankers’ acceptances, 
which they like because of their liquidity, the relatively higher 
yield, and the traditional prestige; their acquisitions, however, have 
frequently been limited by the inadequate supply in the market. 
By and large, central banks generally keep dollar balances in deposit 
accounts within customary margins, converting or investing balances 
in excess of the higher margins, and replenishing their accounts 
through the sale of gold or the liquidation of securities when drawn 
down below the lower point. 

In addition, the Federal Reserve Bank of New York, for its 
own account only, holds gold and dollar assets on behalf of the 
International Monetary Fund, the International Bank for Recon- 
struction and Development, the International Finance Corporation 
and other international organizations. At the end of 1958 the 
various organizations had outstanding dollar claims in the United 
States amounting to $1.5 billion; these included, however, $200 
million held by the International Bank in time deposits with com- 
mercial banks. 

Foreign monetary authorities place their instructions for the 
purchase and sale of United States Government securities or of 
acceptances with the Foreign Department of the Federal Reserve 
Bank of New York. These transactions are effected by the Secur- 
ities Department of the Bank, which is thereby in a position to 
coordinate purchases and sales for account of foreign correspondents 
with the operations it carries out as agent for the Open Market 
Committee of the System. The department, as a rule, carries out 
the instructions of the foreign correspondents by placing orders 
with brokers or dealers in the market, although it may sell or buy 
the securities from the Bank’s own portfolio at current market 
prices. Foreign central banks of course, also place their own orders 
with commercial banks or directly in the market — in which cases 
the Bank may be kept informed of the transactions. These arran- 
gements are intended to enable the Bank to fulfill its responsibilities 
as correspondent for foreign banks consistently with its functions 
as principal organ of the monetary authority of the United States. 
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Even though most central banks hold the bulk of their dollar 
reserves in gold and securities at the Federal Reserve Bank of New 
York, many of them maintain their principal deposit accounts in 
the market. Moreover, practically all keep working balances with 
commercial banks, in accordance with their needs for current opera- 
tions and also for the purpose of establishing and strengthening 
their country’s credit with the New York financial community. 
However, by far the greater part of the foreign accounts in the 
New York market pertain to foreign commercial banks, other 
financial institutions (such as insurance companies), and business 
organizations, both public and private. Their balances originate 
from current trade, investment and credit transactions, and provide 
means for payments, serve as business reserves, and are used as 
collateral in obtaining credits. 

At the end of 1958, the aggregate short-term liabilities to fore- 
igners (deposits, United States Government obligations and miscel- 
laneous items with maturities of less than one year) reported by all 
banks in the United States amounted to $16.2 billion — of which, 
$3.9 billion was in the accounts held by all Federal Reserve Banks 
for foreign central banks and $1.3 billion in the accounts of the 
Federal Reserve Bank of New York for international organizations. 
The remainder — $11.0 billion — was held in foreign accounts of 
commercial banks in the United States. The proportion of foreign 
liabilities reported annually by banks in the New York District of 
the Federal Reserve System represented in past years go per cent 
of the total reported for the nation; for foreign accounts in general 
and excluding the accounts held by the System, the proportion 
would be smaller. On this basis, it may be estimated that between 
80 and go per cent of the liabilities reported by United States com- 
mercial banks — or about $9.5 billion —, is carried on the books 
of New York banks, with by far the greater part on the books of 
the leading metropolitan banks. The remainder ($1.5 billion) is 
divided between banks in San Francisco — a minor second to New 
York as international money market — and other banks in the rest 
of the country. 

At the end of 1958, commercial banks in the United States 
held in custody for foreigners $2.5 billion of United States Govern- 
ment securities, but their foreign deposits amounted to $8.5 billion, 
representing about four-fifths of their aggregate foreign liabilities. 
The larger part of these funds is held in demand deposits, although 
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time deposits are used as temporary investment for balances held 
under special arrangements or balances in excess of current require- 
ments. Over three-fourths of the deposits are held by commercial 
banks for accounts of foreign banks and official institutions, an 
indication of the growth of foreign correspondent relations, and 
of the connections established by the leading United States — or 
New York — banks with foreign banks and governments. 
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Since the early thirties, when liabilities to foreigners were 
smaller than claims on foreigners, the commercial banks of the 
United States have been in a position of net debtors to the rest of 
the world, as shown in Chart II. In 1938, following the large 
inflow of foreign funds and the contraction of credits, foreign lia- 
bilities at commercial banks were about three times outstanding 
claims on foreigners. The excess of liabilities rose from around 
$1.5 billion in 1938 to $3.8 billion in 1945, as a result of net pay- 
ments by the United States to the rest of the world during the 
war. Liabilities to foreigners (other than international) remained 
unchanged, while claims rose gradually in the period between 1945 
and 1950, with a resulting contraction of the excess liabilities to 
$3.3 billion. 

The growth of liabilities has proceeded comparatively faster 
than the expansion of claims since 1950, largely as an indirect result 
of the extension of foreign assistance from the United States Govern- 
ment. Between 1950 and 1955 the growth in the former exceeded 
the rise in the latter by $2.3 billion, and in the past three years by 
$1.3 billion. At the end of 1958 liabilities to foreigners reported 
by commercial banks in the United States exceeded their claims on 
foreigners by $7.0 billion. Despite the expanding tendency of 


foreign lending by United States banks in recent years, foreign 
funds continue to provide net resources to the New York banks. 
In particular, foreign deposits represent an important source of 
income for the foreign departments, which make the excess of the 
funds available to their respective banks for use in domestic business. 


The Provision of Credit 


Banks engaging in international business in New York and 
other places in the United States extend short and long term, dollar 
and foreign currency credits to their foreign correspondents and 
customers. At the end of 1958 the aggregate amount of claims on 
foreigners by banks in the United States amounted to $3.9 billion, 
of which $1.4 billion in long term (namely, loans with an original 
maturity of more than one year) and $2.5 billion in short-term 
(or with a maximum maturity of one year). Practically their entire 
lending is done in dollars, only $150 million in short term claims 
being payable in foreign currencies (largely, sterling deposits). In 
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1954 commercial banks in the New York District of the Federal 
Reserve System held 75 per cent of the foreign claims reported by all 
banks in the United States, and a similar proportion is likely to 
exist nowadays. On this basis, it may be estimated that some $3.0 
billion of foreign claims are held by banks in New York, on the 
whole a lower proportion than their relative holdings of foreign 
deposits. In other words, the depository functions of the New York 
banks, with respect to banks in other centers of the United States, 
are of comparatively greater importance than their lending opera- 
tions. 

United States banks in general, and New York banks in par- 
ticular, finance foreign and international trade principally through 
the issuance of letters of credit. The purchase of foreign merchan- 
dise, particularly staple commodities (such as coffee, sugar, rub- 
ber, etc.) is generally financed through the issuance of import let- 
ters of credit on behalf of domestic importers. Sight rather than 
time credits are usually established for this purpose, although the 
refinancing of payments may be arranged on acceptance or loan 
basis. Financing on sight letters of credit is provided for exports 
on behalf of foreign banks and well-known customers; refinancing 
in this case is for a more limited time and, when provided, may 
be on advance or overdraft basis. Bank balances or other collateral 
is frequently required for the issuance of letters of credit. Exports 
of products and goods under economic assistance programs are 
handled in large part by United States banks under letters of credits 
for foreign banks or foreign governments, with the guarantee of 
a United States government agency. 

The use of dollar acceptances in foreign trade has grown again 
since 1950, after a long period of inactivity, with the growth being 
concentrated in export rather than in import financing; altogether, 
however, this form of financing has failed to replace letters of 
credit or loans as a means of foreign trade financing. The Federal 
Reserve Bank of New York maintains a policy of buying bankers’ 
acceptances for its own and foreign accounts, but the extent of its 
operations in this respect has been limited. 

While the financing of individual trade transactions on sight 
or short term basis is the most important international activity of 
New York banks, they do provide other type of financing for 
various or general purposes. These include lines of credit granted 
to foreign customers and banks for advances in the form of over- 
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draft; these are generally used for facilitating movements of funds 
and meeting temporary requirements of credits. In granting these 
lines of credits, the New York banks usually expect or require the 
foreign customer or correspondent to maintain minimum deposit 
balances bearing some relation to the extension of credit. Also, 
New York banks participate with the Export-Import Bank in arran- 
gements for private sales abroad of industrial equipment and other 
products from United States industries and with the Commodity 
Credit Corporations in financing foreign dollar sales of agricultural 
commodities, particularly cotton. 

An important part of the banking business in New York since 
the end of the war has been related to loans to foreign governments 
and their agencies. Such loans have usually been made on a revolv- 
ing basis of two or more years. Frequently the loans have been 
fully covered by the pledge of gold, United States government 
securities, or time deposits, even though in some cases only partial 
or no collateral has been required. These loans have been used on 
certain occasions to provide assistance for strengthening monetary 
reserves (for instance, to France, Belgium, the Netherlands and 
Norway). In other cases they have been related to the financing 
of current purchases in the United States or the refinancing of past 
credits (for instance, in the cases of Argentina, Brazil, and Colom- 
bia), with provision for their liquidation over a longer period of 
time or refinancing through Export-Import Bank credits. Some of 
these loans have been covered by guarantees from the Export-Import 
Bank or the International Bank, although in recent years commer- 
cial banks have participated in financing operations side by side 
with these institutions, without their guarantees. Since 1958 com- 
mercial banks have extended some of this financing by underwrit- 
ing medium-term tranches of bond issues placed by the borrowing 
countries or their agencies in the United States market (as, for 
instance, in the case of issues by Japan and by the Cassa del Mez- 
zogiorno in Italy). 

A significant and interesting experience in recent years has 
been the participation of New York (and other) banks in stabiliza- 
tion agreements between the International Monetary Fund and 
some of its members. Under these arrangements, the banks make 
available credit lines additional to the drawings approved by the 
Fund on a standby basis. These facilities have the purpose of 
assisting the foreign exchange authorities to counteract speculative 


7 
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pressures on the exchange rates of their currencies, as well as 
to facilitate the maintenance of current imports while measures 
designed to reduce inflationary pressures are taking effect. Such 
arrangements have been made in particular with Latin American 
countries (Peru, Chile, Argentina). 

Special types of financing provided by the New York banks 
to foreigners include loans for the building or purchase of ships 
on a mortgage basis. National banks, which (unlike state-chartered 
banks and trust companies) may not extend certain types of gua- 
rantees to third parties on behalf of their customers, have in some 
instances made use of lines of credit for achieving indirectly this 
purpose. Advances or loans in foreign currencies may be extended 
to subsidiaries abroad of United States corporations; in most cases 
these loans are made by overseas branches, which use local funds 
for this purpose. The New York banks may hold balances in 
foreign banks payable in dollars, such as with Mexican banks, or 
payable in foreign currencies, such as with British and Canadian 
banks. 

The statistics on foreign claims include those items which banks 
in the United States may hold for collection on behalf of corres- 
pondent banks and their own customers. Generally, banks grant 
advances against foreign bills, but the figure of bank claims over- 
states the outstanding amount of bank credit to the extent that 
banks merely serve as collection agents. At the end of 1958 the 
amount held for collection was over $400 million. 

The Federal Reserve Bank of New York confines its foreign 
lending to advances on gold collateral to foreign central banks or 
monetary authorities, which the Bank extends for its own account 
and on behalf of other Federal Reserve Banks. These advances are 
made for the purpose of assisting foreign countries in meeting 
seasonal and other dollar shortages of a temporary nature. They 
have usually been made for initial periods of three months, with 
three renewals customarily allowed, although in a few cases such 
loans have been carried for longer periods. Four loan arrange- 
ments, involving a total of $43 million, were in existence at the 
end of 1958, with outstanding claims of $18 million. 

Although outstanding short term credits to foreigners — the 
commercial banks’ typical means of trade financing — have sign- 
ificantly expanded in recent years, they still are much less important 
than in the thirties. In 1931 and 1938, when short term claims 
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were reported at $1.1 billion and $600 million respectively, their 
ratios to the annual merchandise exports of the United States were 
about 50 and 20 per cent. Between the end of the war in 1945 
and 1950, when short term claims reached again the 1931 level of 
over one billion, their ratio to exports remained between 6 and 9g 
per cent. Since then, the expanding trend of foreign trade financing 
by banks in the United States, and particularly New York, has 
brought this ratio in 1958 to around 16 per cent of the annual 
merchandise exports from this country. 

The change since the early thirties is in part a consequence 
of the greater participation of government agencies in trade and 
trade financing, and in part an outcome of the development of 
banking systems and financing facilities in other parts of the world. 
To some extent, however, the decline in trade financing by banks 
may be related to a faster turnover of credits, a reflection of shorter 
maturities in operations and of a faster movement of goods in 
world trade. In this sense, the proportion of trade financed by 
banks may not have contracted to the extent indicated by the 
changes in outstanding claims and annual trade figures. 

With respect to regional distribution of balances and trade, 
Europe holds over one half of the foreign liabilities, while its share 
in foreign claims of United States banks and in the foreign trade 
of the United States is less than one-third, as shown in Table 5. 
On the other hand, Latin America, with approximately the same 
amount of trade with the United States, holds 16 per cent of the 
liabilities and owes half of the claims, Similarly, among foreign 
countries, Canada occupies the leading position in trade with the 
United States (22 per cent), as well as holder of dollar funds (13 per 
cent), while its debt to United States banks amounts to 10 per cent 
of the total. The largest debtor to United States banks, Brazil 
(15 per cent of the total), has only about one per cent of the dollar 
balances and carries 4 per cent of the trade of the United States. 

It may be noted that the twelve leading creditor countries are 
net creditors, each maintaining balances in the United States in 
excess of their liabilities. On the. other hand, among the leading 
twelve debtors, six are met creditors on balance, their claims on 
United States banks exceeding their liabilities. This group of six 
leading creditors-debtors includes five of the six leading countries 
in United States trade, Canada, Venezuela, United Kingdom, Japan 
and Mexico, each with a volume of imports-exports during 1958 
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FOREIGN CREDITORS AND DEBTORs 
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AND THEIR TRADE WITH THE UNITED STATES 


Trade Figures for the year 1958) 
of dollars) 
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United Kingdom 
Japan 
Venezuela 
Norway 
France 
Belgium 
Philippines 


Colombia . 


U.S. 
Long 
Term 

Claims 


757 
495 
95 


106 


1,363 


269 
107 
99 
92 
89 
13 
50 
128 
21 
30 


16 


30 


U.S. 
Short 
Term 

Claims 


1,342 
696 
435 


69 


2,542 


148 
293 


243 


166 
124 
179 
142 
22 
102 
65 
67 


51 


Total 


| 
| 
. ' 
Claims | 
2,299 
1,101 


530 


175 





39995 


400 
342 
258 
213 
192 
192 
150 
123 

95 

83 


81 


U.S. 
Liabi- 


lities 


4412 
7,712 
2,216 


280 


14,620 


1,544 | 


2,011 
286 
875 
939 
494 | 
130 
532 | 
115 
181 


169 


| 
| 
' 


U.S. 
Exports 


7712 
4,580 
2,638 


£59 


15,789 


593 
886 
32418 
546 
838 
834 
1,355 
70 
427 
330 
292 


185 


| 


U.S. 
Imports 


6,708 
3533! 
1,984 


766 


12,789 


564 
455 
2,676 
524 
864 
666 
889 
74 
300 
269 
272 


33! 
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of between $1.3 and $6 billion. The only exceptions in this group 
are France (leading in debtor-creditor position, but not in trade) 
and Germany (leading in trade, but not in debtor-creditor position). 
These figures indicate a wider distribution of foreign lending 
operations, as compared with the collection of foreign funds by 
United States banks. They give some indication of the role which 
the New York banks play in redistributing dollar funds provided 
by the rest of the world, and in the interrelation between their 
financial operations and the direction of United States trade. 


The Acceptance and Exchange Markets 


The two principal intermediary facilities in an international 
money market are related to the creation and handling of accept- 
ances, through which much of the foreign trade is financed and 
international credit provided; and to the purchase, sale and holding 
of foreign exchange, through which the net balance in international 
finance transactions is settled. Neither of these two types of facilities 
has developed in the United States — in volume of business and 
diversity of operations — to the extent prevailing in other leading 
money markets of the world, nor in proportion to the importance 
of the dollar in international trade and financial transactions, In 
both markets New York has emerged as the leading center in the 
United States. Although there is a limited acceptance or exchange 
business in other centers (such as Boston, Philadelphia, Chicago, 
San Francisco and New Orleans), the New York market makes its 
facilities available to, and attracts business from banks and traders 
throughout the country. 


The Acceptance Market - As indicated elsewhere, the develop- 
ment of an acceptance market was one of the primary objectives 
of the Federal Reserve System, and in the twenties an active market 
was established. Between 1931 and 1945, however, business in 
acceptances dwindled, and the number of participating banks and 
dealers declined. Since the early fifties, when a revival of business 
could be noticed, only six dealers have been handling this business, 
and only one (the Discount Corporation) has specialized in accept- 
ances, the others being engaged in various phases of securities 


business. Although about one hundred banks are reportedly engaged 
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in acceptance business all over the United States, by far the greater 
part of the accepting is done in New York by institutions among 
those listed in Tables 1, 2, and 3. Some private or foreign banks, 
such as Brown Brothers Harriman and Schroder Corporation, are 
relatively more active than the larger banks in this field. 

It is the practice of accepting banks to discount their own bills, 
and to purchase the bills of other acceptors from correspondents 
and the open market. Since foreign buyers, particularly central 
banks, request “ two-bank-names” bills, dealers provide a market 
where banks may sell their own paper and purchase the paper 
accepted by other banks — and thus meet the requirements of their 
correspondents by their own endorsement of other banks’ accept- 
ances. In acquiring paper for the account of foreign central banks, 
the Federal Reserve Bank of New York follows the same rules as 
in purchasing paper for its own account — namely, “ three-names ” 
acceptances (endorsed by the accepting bank, another bank, and 
the dealer), seasoned, primary and eligible, to which it adds its 
own guarantee of payment at maturity. 

Acceptance dealers ordinarily purchase acceptances outright 
— buying bills from those seeking to dispose of them, and selling 
to those seeking them, thus making a market for acceptances. They 
operate with small portfolios, and in view of the active demand, 
they are usually in a position to sell the bills as soon as purchased. 
Despite the limited supply and active demand generally prevailing, 
the narrowness of the market has prevented the emergence of com- 
petitive conditions. Rates are customarily fixed, and the dealers’ 
compensation is represented by the spread between the rates at 
which they buy and the rates at which they sell (currently 1/8 of 
one per cent). 

In 1958, there was outstanding, on the average, $1.2 billion in 
acceptances, about go per cent of which was related to foreign or 
international transactions ($250 million on imports, $360 million 
on exports, $225 million on movement of goods between foreign 
countries and $110 million in the form of dollar exchange). Accept- 
ances for dollar exchange are not directly related to trade transac- 
tions, but have the purpose of furnishing dollar exchange to foreign 
countries, where usage of trade or seasonality of imports and exports 
justify the temporary provision of dollar exchange. The Board of 
Governors of the Federal Reserve System lists the countries for 
which member banks may accept bills of exchange (including South 
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American and certain other countries), and authorize member banks 
to do so. This type of acceptance, unrelated to trade transactions, 
easily assumes some of the characteristics of finance bills, which 
are prohibited. Accordingly, a strict interpretation has been placed 
upon the proper use of the dollar exchange acceptances, and their 
outstanding volume has generally been small. 

Since 1952 there has been a more active market in acceptances, 
and the amount of own bills retained by accepting banks has 
declined from about two-thirds to one-fourth (290 million in 1958). 
The bulk of acceptances (about 60 per cent in 1958) is held by 
investors outside the groups of accepting banks; foreign central 
banks held $68 million through the Federal Reserve Bank of New 
York and additional amounts in the market. The participation of 
the Federal Reserve Bank of New York in acceptance operations 
has continued to be limited in recent years, as indicated by the 
small average amount of bills held for its own account during 1958. 


The Foreign Exchange Market - New York’s foreign exchange 
market is the world center where trade and financial transactions 
between the United States and the rest of the world are largely 
concentrated, and the net balance of supply and demand of dollars 
and foreign currencies is finally settled. Commercial banks, both 
domestic and foreign, play an important role in this market, with 
foreign exchange brokers providing intermediary facilities. The 
bulk of exchange transactions is in the pound sterling and Canadian 
dollars; other important currencies traded include German marks, 
Dutch guilders, Swiss, Belgian and French francs, Italian liras, 
Argentinian pesos and Brazilian cruzeiros. Currencies from other 
countries are also traded occasionally in substantial amounts, as the 
need or opportunity arises. Spot and forward transactions for dollar 
and other currencies are executed in-the market, and swaps of spot 
against forward exchange. Since the widening of the market for 
foreign currencies, resulting from convertibility, new arbitrage 
opportunities have emerged on the basis of differentials between 
forward rates for currencies and short-term interest rates in the 
New York, London and other principal exchange and money 
markets. 

The foreign departments of the New York banks maintain 
their own trading rooms, through which they buy or sell exchange 
for their own accounts or for the accounts of their customers. 
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Exchange transactions are executed by the bank’s traders, among 
whom may be specialists in various currencies. The New York 
banks purchase exchange directly from, or sell exchange directly 
to their own customers and correspondent banks, providing facili- 
ties for the conversion of their foreign receipts into dollars and 
supplying them with the foreign currencies in accordance with 
their payment needs. They also provide the facilities through which 
foreign banks, and particularly foreign exchange authorities, may 
operate in the New York market both as buyers and sellers — by 
offering dollars for the purchase of their own currencies or by 
selling their own currencies for dollars, in order to stabilize exchange 
rates or to offset seasonal or other balance of payments fluctuations. 

In transactions among themselves, the New York banks use 
the intermediary services of brokers, whose primary function is to 
bring together buyers and sellers in the market and help banks 
to even out their positions. This arrangement is entirely informal, 
and exchange brokers are not subject to legal requirements nor, as 
a rule, do they assume a position in transactions. They operate as 
intermediaries, relying on their skill and prestige for their business 
and collecting a commission from the selling bank on their opera- 
tions. Like aceptance dealers, the number of exchange brokers is 
very small: there are only eight at present as compared with some 
fifty brokers in the interwar period, when an active exchange 
trading existed. 

The largest New York banks maintain balances abroad in 
foreign currencies, in the form of bank deposits or local Treasury 
bills, in order to facilitate their exchange dealings. Each New York 
bank tends to concentrate its attention on one (pound sterling or 
Canadian dollar) or a few currencies, and none among these banks 
is consistently leading in the foreign exchange market. As a rule, 
however, United States commercial banks may not carry any siz- 
able net position and, therefore try to sell, or to offset with a 
“future” sale, any net foreign balances which they may acquire 
in excess of their normal carry-over. There are not lacking, how- 
ever, among foreign and private banks in New York, those which 
play a more active role, participating with their offices or corres- 
pondents abroad in arbitrage operations on multiple-rate currencies, 
handling unusually large transactions, and holding substantial net 
positions in certain currencies on the expectation of changes in 
exchange rates. 
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In view of the limitations upon their exchange business, the 
New York banks regard this area of operation primarily as a 
service to their customers and correspondents, rather than as a 
source of profit. They do not charge commission on exchange 
transactions, but operate on the basis of a small spread between 
buying and selling rates. On the whole, their objective is to develop 
a sufficiently large volume of business to be able to quote com- 
petitive rates to their customers — any larger activity involving 
greater risks is frowned upon. 

Contrary to the experience of many foreign central banks, the 
Federal Reserve Bank of New York plays an inactive role in the 
exchange market. Apart from supplying dollars against purchases 
of gold, as fiscal agent for the United States Government, the Bank 
buys and sells exchange for the United States Treasury and other 
government agencies, and at the request of foreign central banks 
or exchange authorities executes their orders through the market. 
Moreover, the Bank is directed by law to determine and certify, 
to the Secretary of the Treasury, the exchange rate between the 
dollar and foreign currencies applicable to the assessment and col- 
lection of custom duties on imports into the United States. Finally, 
like in the foreign field in general, the Foreign Department of the 
Bank maintains close contacts with banks and brokers active in the 
exchange market, and is therefore a source of information for the 
government, the banking community and the public in general, 
in the United States or abroad. 


Washington, D.C. Frank M. Tamacna * 


* Dr. Frank M. Tamagna is Professor of Economics and Consulting Economist in 
Washington, D.C. He was on the staff of the Federal Reserve Bank of New York and of 
the Board of Governors of the Federal Reserve System from 1940 to 1958. This article is 
based largely on personal experiences and contacts. The author wishes to acknowledge the 
benefit of comments received from former associates in the System. 
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Condensed Statement of Condition, March 31, 1959 


ASSETS 





Cash, Balances with Bank of Italy & 
Money at call 

Treasury Bills . 

Govt. or Govt.-guaranteed Secures 

Other Securities 

Bills discounted 

Advances and Loans 

Contangoes ; 

Due from Queenden . 

Current accounts with Annexed Sasiene 


Customers’ liabilities for guarantees, 
Acceptances, etc. 


Miscellaneous accounts . 
Participations a 
Premises, Furniture wat Equipment 


Total . 


Securities deposited by third parties . 

Staff Retirement Fund & Provident 
Fund: Bank’s securities deposited as 
guarentee — 


(Million lire) 





249,755-1 
146,436.2 


84,341.8 
19,350-6 
214,090.6 
269,080.5 
12,352-7 
32,582.4 
5,716.2 


115,572-4 
5,633.8 


1,154,912.3 
326,449.2 


21,235.3 


1,502,596.8 


Capital 
Ordinary Reserve Fund 


Staff Retirement Fund & mation 
Fund , 


Deposit & Current dese . 
Correspondents 

Foreign currency accounts . 
Current accounts with Annexed Sections 
Circular cheques (assegni circolari) . 
Advances taken 

Bills for collection . . 
Guarantees, Acceptances, etc. . 
Miscellaneous accounts . 

Unearned discount, etc. 

Profit as per attached account 


Total . 


Depositors of securities 


Bank’s securities guaranteeing Staff 
Retirement Fund & Provident Fund 


LIABILITIES 





1,150.0 
13,195-0 


20,559-9 
696, 160.9 
104,339-1 

46,927.0 

8,580.6 

20,738.2 

47-6 

46,244.6 
115,572-4 

76 ,669.0 

4472.2 
255.8 


1,154,912.3 
326,449.2 





5-3 


1,502,596.8 


AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 


SECTION FOR CREDIT TO MEDIUM AND MINOR INDUSTRIES 
Capital, Reserves and Government Guarantee Fund L. 3,474,038,913 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves L. 4,622,892,821 


SECTION FOR CO-OPERATIVE CREDIT 


Capital and Reserves L. 2,832,963,043 - Government Guarantee L. 2,000,000,000 


SECTION 


FOR MORTGAGE CREDIT 


Aggregate Capital and Reserves L. 4,146,011,889 


SECTION FOR CINEMA CREDIT 
Aggregate Capital and Reserves L. 1,794,080,193 
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ALGHERO 
ANCONA 
Ascott Piceno 
AVELLINO 
Bari 
BENEVENTO 
BERGAMO 
BrELLa 
BoLoGNa 
BoLzaNo 
Brescia 
Brunico 
CaGLiaRI 
CARRARA 
CasTEGGIO 


Castet San GIOVANNI 


CATANIA 

CaTToLica 

CHIETI 

CHIOGGIA 
Crv1TaNovA MarcHE 
CIVITAVECCHIA 
Como 

CoriGLiaANo CALABRO 
CorTEOLONA 
CosENZA 

CREMONA 

CroToNE 

CuNEo 

Empo.i 

FasriANo 

Fano 

FERMo 

FERRARA 
FrorENZUOLA D’ARDA 


Representative Offices: 


Branch in Spain: 


BRANCHES IN ITALY 


FIRENZE 

Foceta 

FoLicNo 

Forti 
FRATTAMAGGIORE 
GENOVA 


GENovA - SAMPIERDARENA 


GoriZIa 
GrossETO 
IGLEsIAs 
IMPERIA 

Jest 
LANCIANO 
L’Agquita 
LATINA CENTRO 
LATINA SCALO 
Lecce 
Livorno 
Lucca 
MACcERATA 
MAaNTovA 
MERANO 
MEssINA 
MILANO 
MoDENA 
MonsuMMANO TERME 
Napott 
Nota 

Nuoro 
OrIsTANO 
PapDova 
PALERMO 
PARMA 

Pavia 
PERUGIA 


PEsaRo 

PESCARA 
PIACENZA 

Porto REcANATI 
Porto San Grorcio 
Porto Torres 
Prato 

RAVENNA 

Reccio CaLaBRia 
Reccio Emma 
Ricctone Marina 
RIMINI 

Roma 

RosaRNo 
SALERNO 

San BENEDETTO DEL TRONTO 
SAssARI 

SAVONA 

ScHIo 
SENIGALLIA 
SoTTOMARINA DI CHIOGGIA 
STRADELLA 
SULMONA 

TERAMO 

Torino 

TRENTO 

TRIESTE 

UpINE 

Ursino 

VENEZIA 
VENEZIA-MESTRE 
VERCELLI 
VERONA 

VICENZA 
VoGHERA 


DEPENDENCIES ABROAD 


NEW YORK - 1, Wall Street — LONDON E.C. 2 - 54, 
Threadneedle Street — PARIS - 4, Rue de la Paix 
FRANKFURT a.M. - 68, Bockenheimer Landstrasse 
RIO DE JANEIRO - Rua Visconde de Inhatima, 134 
MONTREAL .- T.LE.C., 1425, Mountain Street — CARA- 
CAS - T.I.E.C., Avenida Urdaneta - Edif. Sudameris. 


MADRID - Calle del Principe, 12. 
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